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PART IV 


COSTS STANDARDS 


(a) Costs Records 


STORES AND MATERIAL 
PURCHASE JOURNAL 








} 


Factory Order Stock Variance 





Invoice| Ledger , | ] 
No. | Fol. Order Cost Store Debit | Credit 


No. | Ledger | Ledger 
Fol. Fol. 


| 
| | | | 
Invoice checked with order as to quantity and cost, then forwarded to Costs De- 


partment or Stock Book Clerk for posting. 


STOCK RECORD (Storeman) 


Article Type Stock required: Maximum 
Minimum 


























RECEIVED | ISsvuED BALANCE 





| 


|| | 


MATERIAL REQUISITION 





| 
| 
| 
Order No. ete. Quantity | Date Requisition No. Quantity 
] 
| 





Storeman— 
Deliver to , for Department 
Order No. ; . Process No. 
Description sh Amount 
Signed 
Signed by responsible officer, foreman, etc., and entered in Stock Record by Store- 


man after delivery. 





The Australian Accountant July, 1951 


Costs and Production Standards—continued 
STORES ISSUED BOOK 


A Stores Issued Sheet is issued by Storeman from a Stores Issued Book (kept in 
triplicate) simultaneously with entry of his own Stock Record. This will be for- 
warded in duplicate (original kept by himself) to the Stock Book Clerk for entry and 
pricing; one kept by Stock Book Clerk, the other forwarded to the Costs Department 
for posting. 

A Stores Received Book, for stores returned to stock will allow for issue of Stores 
Received Sheets (preferably of a different colour), following similar procedure to the 


above. 
STORES ISSUED SHEET 


Req. No. 
Stock Ledger Fol. 





Variance 
Material Quantity Price 


| 


Signed 
Stores Received Sheet can be of similar design, the words ‘‘Credited to’’ replacing 
‘‘Debited to’’; Req. No.’’ to the ‘‘Transfer Note No.’’ forwarded with the material 
returned. 
WAGES 





Credit 














DAILY TIME SHEET 


Department POS I Date 
Order No. ete. 


Employee eo <a are No. 
Operation mae Machine 





Description | | Office use only 
Time Time =. 
Started Stopped 








Article Quantity | Time Rate | Amount 











| 
| | oa 
| | 


Entered on Summary Entered on Cost Sheet 
Entered on Pay Roll Foreman’s Signature 





JOB TICKET 
Department 
Order No. Date commenced 
Employee No. Date completed 
Description of Work csiacees Machine 








Amount 





Quantity 
| 


Good {| Piece 


Defective Ordinary 





Entered on Summary Entered on Cost Sheet 
Entered on Pay Roll Foreman’s Signature 
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Costs and Production Standards—continued 


The above are either for ordinary or in centive rates; checked and signed by the 
Foreman and forwarded to the Pay Office. They outline procedure, although many 
alternate methods, such as clocking all tim es on special cards, eliminate the necessity 
for foreman’s signature. 


Procedure : 

(1) Summarise time sheets and job cards to individuals concerned, detailing de- 
partment, job, order number or process, ra te, and gross amount due ; detail deductions 
and net amount due. 

(2) Extend name and detailed particulars of gross and net amount due to pay roll. 

(3) Extend totals of accounts concerned , department, job, order number or process, 
to a Wages Dissection Sheet. All accounts should be numbered, and the sheet, which 
may be duplicated as the Costs Dissection Sheet, set out somewhat as follows: 


l | 


Total 


Ded. 





Deductions 
Total 


Sub-| Gross Workers’ 
Cost 


Wages! Comp. 
Paid | Insur. 


A/c. A/c. 
No. A/c. 





Employees’ 
Provident 


Income 
Tax 








| Fund 
} 





' 

















In the Costs Department all detail of gross wages less deductions (net) will be 
posted to the main account; wages and other debits to their accounts. As the stan- 
dards will be posted to the orders ete. concerned and credited to wages at standard, 
variances are easily picked up upon their completion ; wages account, except for work 


in progress, thus being closed. 


In the General Ledger (Head Office), debits are posted to gross wages paid, and 
accounts such as workers’ compensation insurance above; credits to any accounts con- 


cerned. 


(b) Standards and Capacity 


There are certain aspects of the relation- 
ships between planned production and 
budgeted overhead which need close con- 
sideration. 

Planned production, creating as it should 
greater efficiency and less machine and 
labour hours per given quantity of 
material, should, when synchronised with 
predetermination of expenditure, be the 
means of attaining a rate per hour not 
very different from that of any period 
prior to incorporation of standards, and a 
standard rate per hour considerably less. 
The reasons are: 


(a) As standards have lessened produc- 
tive hours, various items of manu- 
facturing expense will be propor- 
tionately lessened. 

(b) Scientific forecasting will further 
decrease overhead. 

After completion of the budget, a close 

scrutiny of all past expenditure and its re- 
lationships to production from period to 


period should be undertaken, any great dis- 
erepancies between individual item of ex- 
pense as related to production volume dis- 
closing weaknesses which standards can 
eliminate. 

Where there have been outstanding 
changes in production volume over past 
periods, they will be some guide as to the 
true significance of outstanding differences 
in variable expense, and be of assistance in 
setting up a flexible budget whereby rates 
at various percentages of practical cap- 
acity may be ascertained. Such differences 
will not be due to productive hours (prob- 
ably they will be the same after as prior 
to standardisation), but to standard pro- 
ductive hours. 

Illustrating this point, productive hours, 
over several corresponding periods prior to 
standardisation, may be similar, produc- 
tive volume totally dissimilar, but at the 
same time sundry items of expense are 
found to rise and fall in direct relation- 
ships to output. These variations are due to 
time, not to volume. 
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Costs and Production Standards—continued 

If these variations are considered reason- 
able, they are applicable to standardised 
production control (a definite budgeted 
volume per hour), and thus directly due to 
standard productive hours, never forget- 
ting that standard productive hours may 
be any percentage of practical capacity. 

Upon dissection of all expense, the pro- 
duction schedule and machine load charts 
may be referred to, to ascertain production 
hours per machine ete., and thus standard 
rate per hour. 

Certain fundamental principles are fol- 
lowed in order to arrive scientifically at the 
standard rate, the basis being normal pro- 
duction and normal burden. 

Normal burden rate is variously referred 
to as rate appertaining to— 

(1) average production over a period of 
years, 
practical capacity of plant, 

(3) eapacity to make and sell. 

(1) Where the exigencies of a business 
require a standard rate for purposes of 
comparison from period to period, burden, 
both fixed and variable, could be dis- 


BREAK 


(2) 


EVEN 
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tributed on this basis, otherwise it results 
in an inequitable distribution of fixed ex- 
pense. 

(2) Practical capacity may be taken as 
being in the vicinity of 85% of theoretical 
capacity; the latter being the theoretical 
output of the plant working under perfect 
conditions, no allowance being made for 
breakdown, repairs, absence of workmen, 
idleness, ete. Fifteen per cent allowance 
covers these contingencies, and sets a figure 
which is ‘‘actual capacity to produce’’—it 
could be termed ‘‘normal’’ in contrast to 
average capacity. Where actual capacity is 
actual productive hours, burden budgeted 
on this basis attends to both fixed and vari- 
able expense ; even when it is not, it may be 
unwise to alter variable burden rates from 
period to period in order to absorb all ex- 
pense, as probable reasons for variations 
may be lost sight of in applied oncost. 

(3) Capacity to make and sell would be 
synonymous with practical capacity of 
plant if demand were at peak and continu- 
ous. If it were not, then the firm’s policy 
would probably be periodical absorption 
of variable expense on this basis; but, how- 
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Costs 2nd Production Standards—continued 
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ever variable expense be treated, fixed ex- 
pense should be allocated on a practical 
capacity basis, if only for the reason that it 
is incurred in the setting-up and mainten- 
ance of the plant continuing though that 
plant remains idle for a long period. 

(c) The Capacity Graph 

It must be granted that all industry will 
strive for the greatest possible return, and 
with the installation of standard produc- 
tions costs the building up of a capacity 
graph from budgeted costs will assist to- 
ward that goal. 

Walter Rautenstrauch pioneered the 
break-even chart, the definition of which is: 
“A straight-line picture of the short-run 
relationship of total costs and total revenue 
to rate of output, a relationship conceived 
of as static, the spread between the two 
lines being the profit function.”’ 

When two spots are plotted at each end 
of a graph, one from origin to selling price, 


60 7O 


the other from the ordinate, fixed expense, 
to cost price, there exists the operations of 
a plant in which one average (the period 
over which the graph extends) covers 
everything. A graph on which average and 
marginal unit costs would appear as two 
straight lines, possibly never meeting. 

It truly covers the assumption of con 
stant factor prices, plant scale and depth, 
technology and efficiency, but has its uses, 
as the one illustrated will show. 

Break-even point is the theoretical point 
where losses end and profits begin; on the 
graph it is the spot at which selling price 
and cost of sales lines cross, in this instance 
about £62,500 of sales. 

The chart also defines the method by 
which the budget may be calculated at any 
given capacity. In this instance it is shown 
at practical capacity 85%, the profit the 
capacity percentage of £37,500; the trouble 
is that for more than one reason, fixed ex- 
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Costs and Production Standards—continued 
pense is not totally disposed of until 100% 
of capacity, which must create errors in 
calculation. 

Further analysis shows that preference 
dividends cannot be paid unless sales are 
in the vicinity of £137,500; similarly ordin- 
ary shares £221,875. 

Where expansion is considered, the 
graph can give a guide, e.g. with increase 
of fixed expense by £6,250 to £18,750, 
profit unchanging, sales would need to be 
£281,250, capacity 114%. 

For a further profit of £6,250, fixed ex- 
pense increased as above, capacity would 
need to be increased to 125%, sales 
£312,500. 

On the face of it these figures are more 
likely to be useful than assumptions made 
from within the 100% capacity. 

Something more than this is wanted in 
costs and production analysis, about the 
only point likely to be of any use being 
break-even point, and this point is only 
plotted from knowledge of profit—it is no 
guidance as to economy of profit. 

The capacity graph is much more ac 
curate and of much greater use as: 

(1) It can be used both for forecasting 
and practical analysis. 

It is just as sound as the standards 
set, and is built up from them. 

It admits of detailed analysis of 
costs at all stages of production, and 
visible examination of differential 
costs. 

It can be based on capacity to make 
and sell. 

Output index as a percentage of 
sales mathematically allows of profit 


(2) 
(3) 


(4) 
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analysis at all levels of production, 
and discloses position at which 
various revenue items are unsafe. 
The level at which most economical 
results are possible can be ascer- 
tained by application of the ‘‘pro- 
portion of factors.’’ Thus there is 
no possibility of production being 
overcrowded without the knowledge 
of the management. 

Costs can be synchronised with the 
output to which they refer. 

It is more than a simplified analysis 
of expected profits at various levels 
of output, and can show anticipated 
profit under any set of assumptions. 
Contains more than one break-even 
point. 

As the revenue function does not 
necessarily hold profit constant, 
sales and profit probabilities can be 
examined minutely together with 
production and capacity required to 
obtain maximum profits under 
changed conditions, e.g. additional 
plant, capital, fixed expense, differ- 
ential production, ete. 

It is mathematically, not approxi- 
mately, accurate in every detail, de- 
pending upon the size of the chart. 
Whether marginal costs cut average 
is immaterial, they will disclose 
worthwhile information where it 
exists. 

The capacity graph consists of three 
main curves: marginal, average, and profit. 
Where the average curve is convex to its 
origin, the marginal will cut it at its lowest 
point, and vice versa. Whatever form the 
curves take, the results are constant. 


(7) 
(8) 


(9) 
(10) 


(11) 


(12) 
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Total 


Average 
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Average 
Unit Profit 
Average 
Unit 8.P. 
Total Profit 
£37,500 
Unit S.P. 
Marginal 
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12,774.118 
16,323.412 
19,852.941 
23,382.34 

26,911.765 
30,441.176 
32,205.882 
33,970.587 


37,500 


40.6 
30.9 
26.852 
24.342 
22.5 
21.032 
20.608 
21.036 
21.597 
22.1 
23.611 


11 | 
11 | 








July, 1951 


Costs and Production Standards—continued 

The accompanying graph is assumed as 
built up from a flexible budget, the rela- 
tionship between fixed and variable ex- 
penses being constant. 

(1) Absolute costs, a budgeted pro- 
gramme of past production results can be 
graphically compared with alternate costs 
if changes in production policy are under 
consideration. 

(2) The chart is as sound as the above 
budgeted figures. 

(3) Fixed expense has been disposed of 
at a certain machine- and/or man-hour 
rate. In the event of greater demand for a 
certain line that may prove profitable, the 
expenses must come within the range of 
the profit portion of the graph. As long 
as those expenses do not exceed selling 
price, an additional profit is possible. The 
differential cost is the total cost price. 

Profit can be mathematically ascertained 
if differential production figures are shown 
(as in capacity production) in their cor- 
rect position above the chart. Similarly 
any type of differential costs can be 
graphed, and profit calculated provided the 
sales curve is also plotted. 

(4) The graph can be based on standard 
production figures, capacity to make and 
sell; in effect, sales. 

(5) Output index is a percentage on 
sales. It is thus apparent that preference 
dividends are unsafe at production 2,700, 
average selling price £31.59, as average cost 
price £26.852 is just within the profit mar- 
gin. Similarly ordinary dividends are un- 
safe at production 7,400, average selling 
price £24.245. 


40,625 
= Production 8,881.723 
4.574 


(A) (1) 


43,750 
= Production 9,564.932 
4.574 


46,875 
= Preduction 10,248.14] 
4.574 


50,000 
(4) = Production 10,931.951 
4.574 


4.574 — 4.2 352 
654 
915 


1,144 


(C) (1) = 
(2) 4.574—3.92 = 
(3) 4.574 — 3.659 — 
(4) 4.574—3.43 = 
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(6) ‘‘Proportion of factors.’’ It is 
obvious that the most economic and efficient 
results can be obtained for the desired 
profit of £37,500, at capacity 80, production 
8,200, S.P. £25.6097, with conditions in a 
state of diminishing return (stage 3) more 
clearly defined with regard to the profit of 
£37,500 at 9,000 production. The zero point 
in the case of the latter is £27.7 (stage 4) 
break-even in reverse, the point where the 
average unit cost curve would cut selling 
price. Less than zero (stage 5) is a con- 
tinuation of the average curve upwards 
past that point. 

The condition of increasing return 
(stage 1) exists from origin to the point 
where the marginal cuts the average curve ; 
this is presumed stationary (stage 2). 


(7) Costs are automatically synchro- 
nised with output and details can be 
graphed in. For instance average unit cost 
at 7,400 is £20.608. This is measured from 
origin along the ordinate, production along 
the abscissa, and the junction plotted. 
Multiplication will give total cost. 

(8) It definitely discloses anticipated, 
real, and maximum profits possible at vari- 
ous levels of output, and under any set of 
assumptions, e.g. additional plant, capital, 
fixed expense, ete. 

The following figures exemplify : Produc- 
tion wanted to return profits of £37,500, 
with increases in fixed expense as follows— 
(1) £3,125, (2) £6,250, (3) £9,375, (4) 
£12,500; no change in selling price. 

Profit margin for return of £37,500 at 
average production 8,200, capacity 80, is 
25.61 — 21.036 = 4.574 & 8,200 = £37,500 


37,500 
= Profit ordinate 4.2 
8,881.723 


(B) (1) 


37,500 
— Profit ordinate 3.92 


9,564.932 


37,500 
)— = Profit ordinate 3.659 
10,248,141 


37,500 
(4) ————— = Profit ordinate 3.43 
10,931.951 


21.036 + .é .P. 21.388 
. 21.69 
. 21.951 
. 22.18 


(D) (1) 
(2) 21.036 + 
(3) 21.036 + 
(4) 21.036 + 1.144 
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Capacity can also be proportionately averaged on production if desired. 


Additional 
Fized Exp. 
3,125 
6,250 
9,375 
12,500 


Desired 
Profit 
37,500 
37,500 
37,500 
37,500 


(J) The chart contains as many break- 
even points as there are positional averages, 
and many more can be plotted. It is mathe- 
matically accurate with regard to both pro- 
duction and capacity—the larger the chart, 
the more accurate the plotting. This is ex- 
ceedingly valuable information, as _ profit 
ean be shown against capacity at any point, 
and provided desired profit has been at- 
tained, an estimate of possible gain to be 
derived from differential costs can be ealeu- 
lated as from that level. 


Produc- Capacity 


tion 
1,650 19 
2,400 26 
3,000 34 
3,600 38 
3,700 39 
3,600 38 
3,500 37 
3,250 35 


2,450 27 


Profit Break-even 

£ Point 
12,774.118 31.59 
16,323.412 28.64 
19,852.941 26.47 
23 ,382.341 24.743 
26,911.765 24.745 
30,441.176 24.749 
32,205.882 25.409 
33,970.587 26.031 
37,500 27.7 
(10) Examination of the graph discloses 
that there has been a deal of production 
overcrowding toward the latter end of the 
period. This could happen in reality with- 
out the management realising that maxi- 
mum profit was possible inside maximum 
production 9,200. It is evident that costs 
rise somewhere round ‘‘ecapacity to make 
and sell.’’ With the £37,500 profit curve in 
evidence, sight alone can draw the obvious 
conclusion that somewhere in the vicinity 
of 8,200 is time to discontinue operations 
so far as the desired profit is concerned, 
and for examination of the possibilities of 
differential production or expansion; the 
graph ean clearly indicate as to necessity 
for the latter. 


Working at 100% capacity gives an ap- 
parent profit of £37,500, and without fur- 
ther analysis the executive might consider 
and authorise such a plan. If they were 
using the straight-line break-even chart, 


Production 


8,881.723 
9,564.932 
10,248.141 
10,931.951 


Average 
Unit C.P. 
21.388 
21.69 
21.951 
22.18 


Average 
Unit S.P. 
25.61 
25.61 
25.61 
25.61 


such a policy is conceivable; but reverting 
to the capacity graph, it is seen that they 
can make the desired profit at a more 
equitable selling price, round 60% cap- 
acity. Of course, the figures used are purely 
an assumption of probabilities in relation 
to one example, but the principles are 
there and can be followed. A study of cap- 
acity utilisation and costs inherent thereto 
may show that expansion is unnecessary 
Costs of expansion means costs of addi- 
tional equipment, the probable scrapping 
of old, and constant incidental costs—all 
capital investment items. Better utilisation 
of capacity and a closer eheck on produc- 
tion efficiency might prove that additional 
profit could be achieved between 60 and 
85% that there had been lack of efficieng 
which can be overcome by more effectivi 
production planning. On the other hand. 
a highly efficient organisation, being able to 
dispose of all fixed costs upon a certain 
line of goods in this manner, can immedi- 
ately turn its attention to differential pro 
duction, making its profit margin any de 
sired limit above cost. 


It is quite possible, with a sellers’ mar 
ket, that a firm may purposely set out to 
dispose of total fixed costs below normal 
capacity. This could be good policy, giving 
as it does, a clearer picture of total differ- 
ential costs, and enabling the future bud 
gets to be presented more easily. Analysis 
of the graph can assist toward this end 


(d) Incentive Plans 


No factory can achieve the perfection of 
full, efficient production without the aid of 
some incentive plan. 

Pilson W. Kelly, in The New York Cert 
fied Public Accountant, April 1949, con- 
siders the Bedeaux point plan a powerful 
but little-appreciated tool, which could be 
used in conjunction with standard costs 
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Costs and Production Standards—continued 

There is no doubt that some incentive is 
required to step up production, and the 
Bedeaux plan appeals as giving a bonus for 
extra production above what may be 
termed average. 

This average is High Task, or 100%. 
Superworkers would rate 145%, extra 
skilled 125%, good normal workers 110%. 
The following is the séale: 

% of Production % of Basic Wage 
per Day 
Task 100 100 
114 111 
133 125 
145 134 


High 


The plan is considered most suitable for 
plants with either highly-developed 
machine operations, or plants lacking jig 
and fixture requirements. 

It takes its place amongst other incentive 
plans as being of great benefit under cer- 
tain conditions. 

Statistics prove that in the absence of 
standardisation, the greater the skill the 
less efficient the worker; the main reason 
being that the greater the skill the less the 
supervision required: highly skilled 25 to 
28%, clerical and unskilled 50%. The 
highly-skilled man has a much greater 
potential, and incentive plus production 
standardisation very quickly lead to de- 
creased overhead. 

Standardisation affects 
three ways— 


production in 


(1) inereased efficiency, 
(2) inereased output, 
(3) decreased overhead. 

Increased efficiency and increased output 
are two quite separate factors, as the 
worker is capable of 100% efficiency with- 
out standardisation. Further efficiency is 

Total 

Rate 
£14/11/8 


D.L. Rate 
per Hour 


2/11 


Produce- 
tive Hours 


100 


Units of 
Product 


200 


Again quoting statistics: A 25% inerease 
in production due to planning is almost too 
conservative; for this reason it will be a 
satisfactory medium, the rate being 1.20 
of retainer, ie. 3/6 per hour. 

It is true that the effort called for is 
125% of High Task, but the principle can 


20% 


be used (up or down). Bedeaux uses 114% 


Overhead 
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achieved through production control and 
also through standardisation cost control. 

The resultant decrease in costs, although 
due to standard setting, is also due in some 
degree to the worker who, not being 100% 
efficient in the past, mainly due to waste 
effort, has probably put more than 100% 
in wasted energy into his efforts. It can 
be understood, therefore, that some incen- 
tive is due for continued 100% efficiency 
which could be 145% of High Task, the 
worker thereby, instead of being a mere. 
cog in the wheels of industry, taking a per- 
sonal interest in all operations in which he 
may be engaged, and receiving additional 
inducement for doing so. 

A better standard of product results, as 
additional care is required so that all pro- 
ducts may pass inspection. 

Incentive and standardisation therefore 
walk hand in hand, and are a necessity to 
complete manufacturing efficiency. It in- 
fers fixing the rate of pay so that employer 
may receive sufficient return on money in- 
vested, while employee enjoys greatest 
possible spending power. 

Accepting 120% of retainer as satisfac- 
tory inducement to attain 100% efficiency, 
which can achieve results even in the 
absence of standardisation when set purely 
for the purpose of overcoming excess cost 
which cannot be localised and eliminated, 
incentive plans as a whole can be examined. 

For conservative purposes overhead will 
be assumed to be constant, irrespective of 
standardisation. This, of course, is a fal- 
lacy, as predetermined budgetary control 
will always reveal weaknesses and extra- 
ordinary expense. 

Material cost is also constant; the only 
increase in such will be due to increased 
output. 

The position has been :— 

Unit 
Cost 
12/11 


Material Total Factory 
Cost 
£15 £100 £129/11/8 
of production for an increase of 111% 
above the basic rate, rates varying with 
production. Other plans vary from Low 
Task upwards, Low Task being 624% of 
High Task, step bonuses setting various 

rates at different percentages. 
Reverting to example, altered to new 
rates : 
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Costs and Production Standards—continued 


Total 
Rate 


£17/10/- 


D.L. Rate 
Product per Hour 


250 100 3/6 


Analysis of these figures discloses that 
the rate must be increased to 147'/7% of 
retainer before losing its usefulness. At 
that point unit cost again becomes 12/11. 

A logical basis upon which incentive rate 
can be set is therefore possible. It is: 

(1) Present wage rate to remain un- 

changed. 


Produc- 
tive Hours 


Units of 
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Overhead Material 


Total Factory Unit 
Cost Cost 


£15 £125 £157/10/- 12/7 


(2) Planned production. 


(3) Standard rate, based upon 50% of 
estimated decrease in unit cost re- 
sultant upon standardisation; 
saving of cost benefiting both em- 
ployee and employer equally. 


STANDARD-SETTING 


Standards will disclose the contributing 
causes of costs variations in: 
(1) Raw material— 
(a) price variation, 
(b) waste. 
(2) Labour costs— 
(a) variation due to awards, 
(b) variations in time due to effici- 
ency or otherwise, 
(c) breakdown, accident, idle time, 
ete. 
(3) Expenses— 
(a) variation in expense due to 
efficient or inefficient control, 
(b) effect of idle time on fixed ex- 
pense. 


(a) Standard-setting 
(1) Raw Material: 

(a) Quantity obtained from specifica- 
tion sheet. 

(b) Standard price based on past, 
present, and possible future mar- 
ket fluctuation. 

(c) Weight; unavoidable waste taken 
into consideration in original esti- 


Accounts concerned would be: 


Debit: Raw material stock. 
Opening stock and purchases. 


(a) Job order. 
(b) Process. 
(c) Work in process. 


Debit: 


Wages— 
(1) direet or productive, 
(2) indirect or unproductive. 


(a) (b) (¢) with transfers from 
wages. 


mate, weight checked from process 
to process. 


(2) Direct Labour: 

(a) Standards set 
sheet. 

(b) Wages and rate per hour based on 
past, present, and possible future 
fluctuations. 

(ec) Incentive rates examined and set. 


Manufacturing Expense: 

Budgetary control sets out, by means 
of standing orders, the proper alloca- 
tion of this expense to machines, 
centres and processes at certain 
machine and labour hour rates. 

Where a factory works at full capacity, 
the distribution of overhead presents no 
difficulties either with job order or single 
product enterprise. Where it does not, @ 
flexible budget should be the objective, but 
always dispose of fixed expense at prac- 
tical capacity. 

There is no reason why all costs accounts 
should not be part of the donble-entry sys- 
tem, making the costs ledger self-balancing 
by means of a general ledger adjustment 


account. 


from instruction 


Credit: Raw material stock (transfer from 


.] 
atl .D. )}- 


Credit: Transfer to (a), (b) or (¢). 


(Continued on page 251) 
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Manufacturing expenses: Standard subsidiary accounts detail rates and percentage 
transferable to machines, centres, etc. upon completion of a job, process, or work in 


process. 


Debit: (a) (b) (e)— 
(1) fixed, 
(2) variable. 
Debit: Finished goods— 
(1) opening stock, 
(2) costs of goods manufac- 
tured. 


Debit: Costs of sales. 


(b) Variance Accounts 


(1) Raw MATERIAL 


The treatment will depend upon whether 
raw material stock account is debited with 
standard cost upon receipt of stock or upon 
issue to work in process. In the first in- 


Variations in Cost 
Debit: Raw material stock (purchases at 
standard cost). 
Debit: Raw material stock (with differ- 
ence greater than standard). 


Credit: The accounts concerned. 


Credit: Finished goods account. 


stance the necessary distinction will be 
made upon receipt of invoice, the purchase 
journal being set out with special columns 
for differences between cost and standard; 
in the second instance the requisition for 
issue of material would supply the desired 
information. 


Credit: Raw material stock (with differ- 
ence if actual less than stan- 


dard). 


With two sets of columns in raw material stock account, stock can be shown at 


both actual and standard rate. 
Debit: (a) Order 

(b) Process 

(e) Work in process 
with standard cost of 
material issued. 

Raw material price variance 


raw 


Debit: 


material stock account with 
issued at standard cost. 


Credit: Raw 


stock 


Credit: Raw material stock account 


where actual cost greater than standard. 


Debit: Raw material stock account 


Credit: Raw material price variance 


where actual cost less than standard. 


Variation in Quantity 


by: 


May be due to waste, or issue being more or less than planned. It can be discovered 


(1) Checking requisition for stock issued with the standards set down for the 
particular order. 


(2) Weighing the product from process to process. 
(3) Measuring waste periodically or upon completion. 


Where the variation is discovered immediately : 


Debit: (a) Job order, Credit: 
(b) Process, or 
(ce) Work in process 
with standard quantity at 
standard rates. 


material stock account with 
actual stock issued at stan- 
dard rates. 


Raw 


Raw material eonsumption variance 
with under-consumption. 


Debit: Raw material consumption variance Credit: 
with over-consumption at stan 


dard rates. 





The Australian Accountant 


Costs and Production Standards—continued 


Where variation is discovered later : 

Debit: (a) (b) or (c) with actual quan 

tity at standard rates. 

Debit: Raw material consumption variance 
with over-consumption of 
material. 

(b) or (¢) with under-con 
sumption. 


Debit: (a), 


(2) PropuctivE LABOUR 
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Credit: (a), (b) or (e) with 


sumption. 


over-con 


Credit: Raw material consumption variance 
with under-consumption. 


Where differences are due to variation in award, incentive rates, etce.: 


Debit: (a) Job order 
(b) Process 
(ce) Work in process 
with standard rate. 
Labour variance account 
amount of increase. 


Debit: with 


Credit: Productive labour with standard 


rate. 


Credit: Labour variance account with 


crease, if any. 


Where differences are due to inefficiency, lost labour hours, ete. : 


Debit: (a), (b) or (c) with standard rate. 


Debit: Labour variance accounts with 
efficiency variance. 
Where time is saved through efficiency : 


Debit: (a), (b) or (ce) with standard rate. 


Credit: Productive labour with standard 


rate. 


Credit: Productive labour with standard 


rate. 
Labour variance accounts 
value of labour saved. 


Credit: 


wit! 


The original debits are actual wages to direct labour account, which account will 
be debited or credited with the variances, as required. 


(3) MANUFACTURING EXPENSE 

There are four reasons for variations in 

factory burden. They are— 
(1) idle capacity, 
(2) standard variance, 
(3) efficiency variance, 
(4) price variance. 

Idle capacity consists solely of fixed ex- 
pense, or, as it is incurred regardless of 
production, passive expense. Variable, or 
active expense, is due solely to production. 

The following example will explain all 
variations. 

Practical capacity: 1,000 hours 

Actual hours worked: 945 hours 

Fixed expense rate: 2/6 per hour 

Variable expense rate: 5/- per hour 

Standard hours for actual production: 900 hours 

(1) Idle capacity: 55 hours @ 2/6 — £6/17/6. 

(2) Standard variance: 45 hours @ 7/6= 

£16/17/6. 
Actual expense— 

Fixed: 945 hours @ 2/6 — £118/2/6 
Variable so oe os SEeereve 


Total actual expense .. — £328/2/6 


Standard expense for actual 
900 x 7/6 = £337/10/0. 

(3) Efficiency ratio is the percentage which actual 

hours worked has to standard hours: 
945/900 ~« 100 — 105% 
Actual variable had full 
been obtained is: 
100/105 of 210 = 

Efficiency variance — £10. 
Price variance affects only variable expense; 
it is the saving, or otherwise, after disclosing 
standard loss due to time lag and deduction of 
efficiency variance. 
By this means details of the difference be- 
tween the expense allocated to work in pro- 
eess, viz. £337/10/-, and the total manufactur- 
ing expenses for the period, £335, are clearly 
defined. 
Utilised capacity is actual expense, viz. £125 
fixed and £210 variable less idle capacity 
£6/17/6 = £328/2/6. 
Standard expense of £337/10/- less (or vice 
versa) utilised capacity, £328/2/6, is standard 
price variance, £9/7/6, had there been no 
other analysis. However, there was a time loss 
from standard of 45 hours @ 7/6 — £16/17/6, 
and an efficiency variance loss of £10; both 
diselosing positions open to improvement. The 
true price variance is £26/17/6 plus £9/7/6 


= £36/5/-. 


product = 


expense efficiency 


£200 


ANALYSIS 


Fixed expense 
Variable expense 


£125 0 0 
210 0 0 


£335 0 


Idle capacity 
Utilised capacity 
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Utilised capacity 6 .. £328 2 6 Work in process: 900 hours @ 
Price variance from standard .. ¢ 7/6 a a wt 
Price variance balance .. us Standard variance 

Efficiency variance 


DISCLOSED VARIANCE 


Idle capacity ae da = £6 17 Price variance 
Standard variance a is 16 17 
Efficiency variance = = 10 0 
Net difference . , a 2 10 


£36 5 


The above proves that very close analysis is necessary. The difference between 
original variance £9/7/6 and idle capacity £6/17/6 is only £2/10/-, but it discloses 
inefficiency, not efficiency. 

The Accounts 


JOB ORDER, PROCESS, OR WORK IN PROCESS 
Dr. 
To Standard manufacturing ex- 
pense ae -. £387 10 © 
Fixed .. £112 10 0 
Variable . £225 0 0O 
MANUFACTURING EXPENSE, FIXED 
Dr. Cr. 
To Sundries ga - Se 8 © By Work in process a = 
Standard variance: 45 hours 
@ 2/6 7 ws 
Idle capacity: 55 hours @ 
2/6 


MANUFACTURING EXPENSE, VARIABLE 
To Sundries Pr Sos .. £210 0 0 By Work in process ” ‘a 
Price variance oa bis 3 6 8 » Standard variance: 45 hours 
@ 5/- ce 
Efficiency variance 
£246 5 0 


VARIANCE ACCOUNTS 


FIXED 
To Standard variance .. £5 12 6 
Idle capacity a ve 617 6 


£12 10 0 


VARIABLE 
To Standard variance .. ae 5 0 By Price variance 
» Efficiency variance .. - 0 0 
, Balanee C/d .. i a 5 0 
0 
By Balanee C/fd. 


(To be continued) 
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COMMONWEALTH INTITUTE OF 
ACCOUNTANTS 


GENERAL COUNCIL MEETINGS 


Meetings of General Council were held 
in Adelaide from 16 to 18 April, 1951, and 
were attended by Messrs. N. S. Young 
(S.A.), President (in the chair), L. 
Beasley (W.A.), J. H. Devitt (Qld.), G. E. 
Fitzgerald (Vic.), O. H. Paton (N.S.W.), 
C. H. Prosser (N.S.W.), J. Wallace Ross 
(Vic.), Walter Seott (N.S.W.), T. A. 


Stump (Tas.), S. G. Young (Vic.), and 
the General Registrar. 

The Council placed on record its grateful 
thanks and appreciation for the valuable 
and extensive services rendered to the In- 
stitute over many years by Messrs. H. J. 
Trist and F. H. Talbot, who retired from 
General Council during the year. 


COMMITTEE REPORTS 


All major matters of policy were dis- 
eussed on the basis of written reports of 
Standing Committees of Council. The re- 
ports marshalled the various factors to be 
taken into consideration in reaching de- 
cisions. They enabled a great amount of 
business to be transacted in a minimum of 
time. The following summary briefly 


describes some of the matters dealt with 
which are of general interest to members. 


EXECUTIVE COMMITTEE 
Registration of Accountants 

At the last meeting of General Council 
it was decided, inter alia, (a) that a posi- 
tive policy in regard to registration be 
adopted by giving publicity to the Insti- 
tute’s case among members of the Institute 
and in the community generally; (b) that 
a draft Bill incorporating the principles 
set out in the case be prepared for con- 
sideration of the Executive Committee; 
and (c) that the draft Bill, when approved 
by the Executive Committee, be sent to all 
Divisional Councils for their information 
and guidance in discussing the Bill with 
other institutes and with various Govern- 
ment authorities. 

The Institute’s case for the registration 
of accountants, together with an introduc- 
tion by the President, was published in 
the July and August issues of The Aus- 
tralian Accountant. The need for registra- 
tion of accountants and the consequential 
benefits to the community and to members 
of the profession have been mentioned in 
various speeches of officers of the Institute 
during the year. 

A great deal of time has been devoted 
to the drafting of a Bill and to its dis- 


cussion with other institutes in Victoria. 
The draft Bill was approved in principle 
by the Executive Committee, and a com- 
mittee of the Victorian Council was author- 
ised to settle the details and to pursue the 
discussions with representatives of other 
institutes. It is now hoped that the stage 
will soon be reached when the Bill can be 
presented to the Victorian Government 
with the support of all institutes. 


Joint Committee of Accountancy Bodies 
in Australia 


Four of the institutes which sponsored 
the Congress approved during the year of 
the formation of a Joint Committee of Ac- 
countancy Bodies in Australia and the gen- 
eral lines on which it should be constituted. 
The Institute of Chartered Accountants in 
Australia agreed to co-operate with joint 
research on matters covered by the tech- 
nical papers submitted at the Congress, but 
could not see its way clear to join a stand- 
ing committee. The inaugural meeting of 
the Joint Committee was held in Septem- 
ber, 1950, when a programme of research 
and other matters of interest to the profes- 
sion were developed. 

Company Legislation 

The views of Divisional Councils were 
sought during the year regarding the de- 
sirability or otherwise of a Commonwealth 
Companies Act. It was then evident that 
there was a conflict of opinion regarding 
the desirability of Commonwealth legisla- 
tion and a general tendency to favour uni- 
form State legislation. General Council 
decided that, at this stage, it was not in 
favour of Commonwealth company legisla- 
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tion, but all members of the Council were 
in favour of State company legislation on 
a uniform basis. 


Commonwealth Committee on Taxation 

Late in October, the President consulted 
the Executive Committee regarding the ad- 
visability of submitting to the Committee 
on Taxation a memorandum on the ‘‘Taxa- 
tion of Business Profits.’’ With the con- 
sent of the Executive, the President pre- 
pared a memorandum and submitted it to 
the Committee on Taxation at its hearings 
in Melbourne in November, 1950. The 
memorandum was published in the Febru- 
ary, 1951, issue of The Australian Accoun- 
tent, and additional copies were reprinted 
to facilitate further study and research of 
the problem. General Council approved of 
the action taken and congratulated the 
President on the excellent submission pre- 
pared by him. 


Examinations Generally 

General Council authorised the Council 
of the New South Wales Division to under- 
take a survey of the examinations of the 
Institute, having regard to general educa- 
tional standards and occupations of candi- 
dates and experiences of other bodies, both 
in Australia and overseas. 

General Council noted with interest the 
work being carried out by the American 
Institute of Accountants and other similar 
bodies on the suitability or otherwise of 
students for entry into the accountancy 
profession and on objective examinations, 
and referred the matters for investigation 
and report to the Education Committee. 


“The Australian Accountant” 


The Executive Committee approved 
early in 1951 of a proposal of the directors 
of the Accountants Publishing Company 
Limited that The Australian Accountant 
be folded over and distributed in a smaller 
wrapper. The proposal was made on the 
advice of the publishers that great difficul- 
ty would be experienced in obtaining 
wrappers of the old size and that such 
Wrappers would cost considerably more 
than previously. 


FINANCE COMMITTEE 


The Finance Committee submitted a 
number of financial statements for the con- 
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sideration of General Council, including 
those of the Divisions and of the Publishing 
Company. 


Financial Statements Submitted to 
Members of Divisions 


At the last meeting of General Council 
it was decided that each Division should 
present at its annual meeting the state- 
ments of income and expenditure and of 
assets and liabilities of the Institute as a 
whole. 

Early this year, the New South Wales 
Division suggested that, in order to reduce 
expenditure, copies of the financial state- 
ments should be printed in Melbourne for 
distribution in all States. The Victorian 
Division then suggested that income and 
expenditure of the Divisions be set out in 
tabular form. These recommendations were 
adopted by the Finance Committee, which 
also decided to allocate the cost of The Aus- 
tralian Accountant to the Divisions in the 
tabulated statement. From the statement 
finally prepared, members in each Division 
could trace the manner in which the income 
of the Division had been expended and the 
use which General Council made of the 
balance available to it. 


The Victorian Division subsequently 
recommended that all possible items of ex- 
penditure be charged to the Divisions and 
shown in future tabulated statements. 
General Council approved of the recom- 
mendation. 


EpucaTION COMMITTEE 


Entrance Standards 


In 1949, General Council decided that 
candidates commencing the examinations 
of the Institute after 1 January, 1952, 
would be required to have reached Leaving 
Certificate standard instead of Intermedi- 
ate Certificate standard in certain subjects. 
The reasons for this decision were set out 
in the July, 1950, issue of The Australian 
Accountant, and further particulars of the 
new requirements were given in the Novem- 
ber, 1950, issue. 

General Council has now decided that the 
introduction of the higher entrance stan- 
dard should be deferred until January, 
1954. This decision was reached because of 
uncertain economic and national conditions 
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at present prevailing, and to enable con- 
sideration to be given to alternative 
methods of determining the suitability of 
candidates for entry into the profession, 
particularly in the light of experiments and 
experience overseas. 

Universities and Technical Colleges 

General Council was supplied with a 
summary of the position of the accountancy 
course in each of the universities and tech- 
nical colleges in Australia. From this, it 
appeared that the retention of accountancy 
courses in certain universities was now 
more a matter of finance than the need for 
convincing university authorities of the 
place of accountancy in university educa- 
tion. 

The attention of General Council was 
particularly directed to developments in 
New South Wales and South Australia, 
where the Schools of Economics in the uni- 
versities were seeking the aid of the Insti- 
tute and the business community generally 
in developing the courses in accountancy. 
The development taking place in these two 
courses was noted by General Council, and 
the matter was left in the hands of the 
Divisional Councils concerned. 

The Committee reported that the Joint 
Board with the South Australian School of 
Mines and Industries had recommended 
that Professor Karmel, Professor of Eco- 
nomics in the University of Adelaide, be 
invited to join the Board. The proposal 
was made because of the close co-operation 
hetween the University and the School, and 
of the moves being made by both institu- 
tions to develop their courses in commerce 
and accountancy. General Council ap- 
proved of the appointment. 


Syllabus of Examinations 


The Committee submitted for the con- 
sideration of General Council details of the 
revised syllabus of examinations developed 
within the framework previously approved 
by General Council. These details were de- 
veloped on the basis that the syllabus, when 
printed, should not be set out in as great 
detail as the present one and that in place 
of the detailed description of each item 
<lireect reference should be made where 
possible to text material. The Committee 
indicated that these references would be 
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added after General Council had considered 
the new syllabus and determined its final 
form. 

General Council approved of the new 
syllabus of examinations and decided that 
it should come into operation with the 
April, 1954, examinations. Copies of the 
new syllabus will be available to students 
and coaches later in the year. 

Consideration was given to a proposal 
that the subject of Advanced Accounting 
should be divided immediately so that sep- 
arate passes could be granted in papers 
G and H and in I. 

General Council decided that, from the 
October, 1951, examinations, the present 
subject of Advanced Accounting be divided 
into two separate subjects with separate 
passes, the contents of each subject to be: 

Paper I1—Management Accounting— 
the material contained in Section 4 
of the existing syllabus for Ad- 
vanced Accounting. 

Papers G and H.—Financial Account- 
ing—the balance of material con- 
tained in the existing syllabus for 
Advanced Accounting. 


ACCOUNTING RESEARCH COMMITTEE 


Annual Research Lectures 


The Committee reported on the 1950 
series of lectures and on the arrangements 
which had been made for the 1951 series. 


Endowments 

The Committee reported the position of 
the endowments at each of the universities. 

General Council then considered whether 
agreements with the various universities 
which had expired should be renewed for 
further terms, and decided that the present 
system of endowment of annual research 
lectures be varied to provide for biennial 
lectures at each university and Canberra 
University College in place of annual lee- 
tures. 


Printing of Lectures 

Attention was drawn to the rising costs 
of printing the annual research lectures 
The Committee expressed the opinion that 
the printing and distribution of lectures, 
in accordance with the existing practice, 
was most desirable, but, if General Counell 
considered it necessary to reduce the cost 
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of conducting the lectures as a whole, then 
a synopsis could be submitted for the 
printed lectures. General Council decided 
that, in view of the decision reached above, 
the present system of printing and distri- 
bution of research lectures be continued. 


State Research Committees 


Reports were received from the Victorian 
Committee on progress made with the re- 
view of company legislation in Australia, 
and from the New South Wales Committee 
on the work carried out on accounting ter- 
minology. 

General Council recorded its apprecia- 
tion of the work performed by the mem- 
bers of these Committees during the year. 
It also noted the procedure developed for 
obtaining views on accounting terminology 
from groups of members in various States. 


Institute Convention 


The Committee drew attention to the 
proposal discussed at the last meeting of 
General Council that a further Institute 
Convention be held in 1952. General Coun- 
cil decided that a further Convention 
should be held in Melbourne in the second 
half of 1952 and that the arrangements 
should be left in the hands of the Executive 


MATTERS NOT COVERED 


Aust. & New Zealand Association for 
Advancement of Science 


It was decided that Messrs. J. H. Devitt 
and J. V. Wood be appointed the delegates 
of this Institute to attend the meetings of 
the Council of the above Association to be 
os in Brisbane from 23 May to 30 May, 
951. 


Place of Next Meeting 


It was decided that the next meeting of 
General Council be held in Brisbane at a 
ime to be decided by the Executive Com- 
mittee. The request of the Tasmanian 
Division that the 1953 meetings of General 
Council be held in Hobart was noted. 


Activities and Services of the Institute 
General Council decided :— 
(a) That a thorough enquiry be made 
by the Executive Committee to ascertain 
how the Institute can best preserve and im- 


The Australian Accountant 


Committee with the assistance of the Coun- 
cil of the Victorian Division. 
Technical Assistance 

The Committee reported that it might 
find it possible to arrange for a member to 
undertake part-time work which would be 
of considerable assistance in respect of this 
Institute’s commitments on accounting re- 
search. General Council approved of the 
proposal and authorised the expenditure of 
£100 during the current year on such tech- 
nical assistance. 


PARLIAMENTARY AND LAWS COMMITTEE 


The Committee reported that, as reques- 
ted by the Executive Committee, arrange- 
ments were made for proposals involving 
straightforward amendments to Articles to 
be submitted to members at an Extraordin- 
ary General Meeting in Melbourne on 17 
January, 1951. Other amendments of a 
more comprehensive nature were still under 
consideration. 


APPLICATIONS COMMITTEE 


The Committee submitted details of ap- 
plications for admission to membership, of 
changes in status (including transfers to 
the Separate List), and of removals from 
the Register of Members dealt with by the 
General and Divisional Councils. 


BY COMMITTEE REPORTS 


prove its activities, and what enlarged and 
extra services it should endeavour to pro- 
vide. 


(b) That, in line with the President’s 
address at the annual meeting, the inquiry 
should embrace the part the Institute or its 
members can play in the field of social ac- 
counting or in any other appropriate 
national field. 

(ec) That, in making the above enquiries, 
the Executive Committee should have re- 
gard to developments overseas and obtain 
all possible assistance from Divisional 
Councils. 


President 

General Council placed on record its ap- 
preciation of the work of the President, 
Mr. N. S. Young, during the year, and of 
the manner in which he has conducted this 
meeting. 
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Office Bearers 

After the Annual Meeting, the following 
effice bearers were elected for the ensuing 
year :— 

President : Mr. G. E. Fitzgerald. 

Vice-Presidents: Mr. T. A. Stump, Mr. 
J. H. Devitt. 

Hon. Treasurer: Mr. 8. G. Young. 


Standing Committees 


The following committees were appointed 
for the ensuing year :— 


Executive: The President (Chairman), 
O. H. Paton, Walter Scott, T. A. Stump, 
and 8. G. Young. 


Finance: The Hon. Treasurer (Chair- 
inan), G. E. Fitzgerald, and E. A. Peverill. 


Applications: E. A. Peverill (Chair- 
man), G. E. Fitzgerald, and 8S. G. Young. 
Parliamentary and Laws: O. H. Paton 


(Chairman), M. F. Hardie, A. C. Leslie, 
and C. H. Prosser. 
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Board of Examiners: H. P. Ogilvie 
(Chairman), L. H. Dillon, A. A. Fitz. 
gerald,, G. E. Fitzgerald, L. Goldberg, 
K. C. Keown, O. R. MacDonald, and N. §. 
Young. 


Membership: C. H. Prosser (Chairman), 
E. A. Cupit, O. H. Paton, Walter Scott, 
and H. J. Trist. 


Education: G. E. Fitzgerald (Chair- 
man), J. A. L. Gunn, V. R. Hill, K. C. 
Keown, G. H. Peterson, N. S. Young, and 
S. G. Young, with power to co-opt. 


Accounting Research: G. E. Fitzgerald 
(Chairman), L. H. Dillon, K. C. Keown, 
E. A. Peverill, Walter Scott, R. K. Yorston, 
and N. S. Young, with power to co-opt. 


Representatives on the Joint Committee of 
Accountancy Bodies in Australia 


The President and Messrs. 0. H. Paton 
and C. H. Prosser were appointed the rep- 
resentatives of this Institute on the Joint 
Committee of Accountancy Bodies in Aus- 
tralia. Mr. E. A. Cupit was appointed al. 
ternative representative to the President. 





AN INVITATION 


The following paragraph appeared in The Accountant of 24 March last (at 
p. 282) — 


‘* Accountants from Overseas: Festival of Britain 


‘‘The Editor extends a cordial invitation to accountants from overseas, who are 
visiting this country for the Festival of Britain, to call on him at the editorial offices, 
4 Drapers’ Gardens, Throgmorton Avenue, London, E.C.2. He would be delighted to 
meet visitors and to have an opportunity of discussing matters of interest to the 


profession.’’ 
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OF ACCOUNTANTS 


ADDRESS BY STATE PRESIDENT 


Address by State President of the South Australian Division, Mr. W. H. Cowper, 
F.1.C.A. at the Annual Meeting of members held on 29th March, 1951 


It is my pleasure, on behalf of your 
Council, to present the Annual Report and 
financial statements for the year ended 
3lst December, 1950. As you have all 
received a copy of the report, it is unneces- 
sary for me to read it to you as printed, but 
I wish to refer to a few matters in addition 
to the brief outline contained in the report. 


Accompanying the report you will find 
a printed copy of the financial statements 
of the Institute as a whole, and you will be 
asked to receive these at this meeting, but 
their adoption will be considered at the 
Annual General Meeting to be held here 
next month. 


Accountancy Education 


The Council constantly has in mind the 
need for extending the educational back- 
ground of the accountancy profession, and 
appreciates the difficulties which arise from 
major changes in examination require- 
ments and the problems involved in its 
obligations to both the business community 
and to members and candidates. For years 
past the Council has hoped for the estab- 
lishment of a degree course in Commerce 
at the Adelaide University, and to assist 
the Board of Studies in Commerce and 
Public Administration in their efforts to 
attain that objective, your Council spon- 
sored meetings of representatives of various 
commercial organisations and accountancy 
bodies to ascertain their views and endea- 
vour to bring about the formation of a com- 
mittee representing the commercial in- 
terests in South Australia. I have pleasure 
m announcing that this committee is now 
formed, with the President of the Adelaide 
Chamber of Commerce as chairman, and 
the views of the committee favouring the 
Proposal have been communicated to the 
Board of Studies in Commerce. I feel sure 
that this will assist materially towards 
attaining the establishment of a degree 
course. 


Membership 

The steady increase in membership is 
very gratifying, and is a reflection of the 
continued good work the Institute is doing 
in maintaining and strengthening public 
confidence in the work of qualified accoun- 
tants in general and of the members of this 
Institute in particular. 

Last year, as Acting President, I had the 
honour and privilege of presenting certifi- 
cates of membership to new members. This 
is not possible today because of the lack 
of time for their preparation, but it is 
hoped that certificates will be ready in 
time for the President of the Institute to 
present them at the Annual General Meet- 
ing next month. 

I congratulate all those who passed their 
examinations during the past year and were 
admitted to membership. Your Council 
hopes that members will keep in close con- 
tact with the Institute and take an active 
part in its work, and in this connection may 
I point out that the Institute’s work in- 
volves responsibilities and obligations not 
only on officers of the Institute, but on 
every individual member. To illustrate this 
point may I quote an extract from an 
article I recently read on professional con- 
duct :— 

‘When the early public accountants 
made the deliberate and irrevocable 
decision that they were, by the nature 
of their work, engaged in the practice 
of a profession, and not a business, and 
that they would aspire to public recog- 
nition as members of a profession, they 
made a bargain with society. They 
asked the community to repose confi- 
dence in their competence and integ- 
rity, and in return they offered to jus- 
tify that confidence by maintaining a 
course of behaviour designed scrupu- 
lously to protect the interests of those 
who employed accountants and those 
who relied on their opinions. 
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Address by State President—continued 

‘*To establish a custom in the busi- 
ness world of engaging professional 
certified public accountants, therefore, 
it was necessary to persuade business- 
men that the accountants were inter- 
ested in serving society, as well as in 
making a living; that their integrity 
was stronger than their acquisitive in- 
stinets; that the privileges and im- 
munities which the community con- 
ferred upon them were too valuable to 
be risked for immediate cash. 

‘‘The system of professional self- 
discipline, thoroughly sanctioned by 
logic and common sense, is in addition 
firmly buttressed by the ideals of good 
manners, fair play, and honour, which 
intelligent, decent men down through 
the ages have respected. These ideals 
are firmly rooted in tradition, which 
reflects the experience of centuries that 
he who voluntarily submits to the time- 
honoured precepts of good behaviour 
demonstrates his capacity for leader- 
ship.’’ 

In the present state of world affairs and 
the increasing trend towards the country 
being placed once more on a war footing, 
we need to guard even more closely those 
things which matter most in this world— 
honour, integrity, competency, and so on— 
for we all know that although times of 
stress bring out the best in most people, in 
in some others it brings out the worst in 
their desire to make the most of an oppor- 
tunity. 

General Council 
All members are looking forward to the 


annual meeting of the Institute in April, 
and the opportunity of meeting interstate 
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councillors. We all congratulate Mr. Nor-. 
man Young, our representative on General 
Council, who was elected President in April 
last. Mr. Young has done sterling work 
in furthering the aims and ideals of the 
Institute and of accountancy in general, 
and it is fitting that he should occupy the 
high office of President. 


Students’ Society 


The students’ society is continuing to do 
good service for the benefit of candidates. 
Thanks are due to all those responsible, and 
it is hoped that it will continue to flourish. 
Mr. F. H. Champion was President for 
1950, and Mr. Michael Wells, Secretary. 
State Divisional Council 

Mr. B. R. Macklin was elected a member 
of your Council in June last to fill the 
vacancy caused by the retirement of Mr. 
A. J. Dobson. 

Messrs. L. A. Braddock, A. R. Burnell, 
E. L. Cockrell and V. E. Roach retire from 
the Council and are eligible for re-election, 
but Mr. A. R. Burnell does not propose to 
nominate for a further term owing to pres- 
sure of other public duties. He has been a 
member of the Divisional Council since its 
inception in 1922, and was State President 
for two years. 


Annual Research Lecture 


Mr. J. M. Greenwood, of Sydney, has 
accepted the invitation of the University 
of Adelaide to deliver the seventh annual 
research lecture on Monday, 16th April, 
1951, his subject being ‘‘Integration of 
Taxation and Accountancy Principles in 
Commonwealth Income Tax.”’ 

I formally move the adoption of the 
Arnual Report and that the financial state 
ments of the Institute be received. 
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THE CLEARING HOUSE 


TRANSFER TROUBLES 


Re Mr. R. N. Elliott’s note in the June 
issue :—— 

Mr. Tours’ doctor reminds me of my 
mother when she used to say ‘‘You won’t 
taste it a bit’’ before giving me my castor 
oil. My faith made me half believe her, 
although some atom of intuition told me 
her statement was not without fault. 

My local chemist recommends Mr. Tours 
to proceed with his transfer at the market 
price of £25,000: although taxable himself 
on £10,000, his company would be allowed 
£10,000 initial depreciation on the trans- 
fer. 


Under Mr. Tours’ present scheme he 
would still be taxed on the difference be- 
tween £15,000 and £25,000, although over 
a number of years. Also, we must not for- 
get that when his vehicles are sold, as in 
clause 3, probably all profits on the sale 
would be fully taxable. 


Furthermore, my chemist feels sure Mr. 
Tours would prefer a simple one-point 
plan to a complicated, doubtful four-point 
plan. 


Sydney. JS. 


REMUNERATION OF RECEIVERS UNDER DEBENTURES 


Most companies floating debentures, fol- 
lowing English precedents, provide for the 
remuneration of a receiver being governed 
by the law of the State of incorporation 
which corresponds to sub-clause 6 of s. 9 
of the English Law of Property Act 1925. 


Most receivers and many lawyers believe 
that under its terms all costs, charges, and 
expenses of and incidental to the exercise 
of any of the powers of the receiver are 
payable out of the gross receipts of his 


realisation, and that his remuneration is 
not in any way affected by the amount of 
such costs, charges, and expenses. Before 
acting under a debenture where the re- 


muneration is fixed in this manner, the 
receiver-elect would be well advised to give 
the matter most careful consideration. 

In the writer’s opinion, for which he has 
support from an English legal authority, 
where a debenture incorporates the corres- 
ponding local sub-section to that above- 
mentioned, with no other provision as to 
remuneration, it is doubtful whether the 
receiver, aS against the company, may, 
without order of the Court, retain more 
than 5% on gross receipts in satisfaction 
not only of his remuneration but also of 
his costs, charges, and expenses. 


J. WALLACE Ross. 


SEEING THINGS IN THE MASS 


The Prime Minister’s call to production 
prompts me to make some observations on 
the ends bookkeeping and accountancy are 
intended to serve. 


We all know the text-book cliches that 
accounting tells us how much profit we 
made, how much is owing to us, how much 
by us, what we are worth, and so forth. 
That’s all very well, but it’s a means to an 
end. What we really want to know is ‘‘ How 
are we going?’’ Surely this is the business 
end of accounting. Are we not too in- 
clined to get lost in our bookkeeping and 
accounting, striving all the time for ac- 
curacy and meanwhile forgetting the pur- 
pose our work is trying to fulfil. 


B 


I recently observed from a distance the 
work of a section of one of our Common- 
wealth Government departments. I stress 
Commonwealth, because that is important. 


It was the postal section of this depart- 
ment, to which staff brought letters and 
parcels for attention and despatch. That, 
of course, is a very satisfactory arrange- 
ment. We ecouldn’t possibly have every 
section organising its own postal arrange- 
ments. 


But let me explain the procedure that 
took place within this section and why it 
worried me. The articles were handed to 
one officer, who (I don’t know why) 
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The Clearing House—continued 

glanced at them and passed them to the 
next officer, whose function it was to make 
further observation and place the articles 
on the scales. The weight and postage de- 
termined, he indicated this on the wrapper 
and sent the article along to another officer, 
who collected the packages at the end of a 
six-feet sloping counter. This collecting 
officer observed the postal charge indicated 
by one of the previous officers, adjusted his 
franking machine accordingly, and passed 
the article through. Another officer 
gathered up the articles and placed them 
in a mail bag, which was then carried out 
of the building by another officer, doubtless 
to a waiting truck with at least two people 
in charge. 

Now, it is granted that the office mail 
must be handled in a methodical and 
orderly way. But how many people are 
just passing things to somebody else with- 
out performing any constructive function? 
This, however, is not my main complaint. 

So, they are able to work out at the end 
of a financial year the exact amount due to 
the P.M.G’s. Department for postages. So, 
they send the P.M.G. a cheque. So what? 
Yes, there is a restlt—the bookkeeping has 
been kept perfectly straight. We know 
exactly what one department owes to 
another department. But where does that 


get us? The finance is coming from the 
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one source, isn’t it? And how many times 
must this purely bookkeeping procedure be 
repeated in other departments and in all 
sections of all departments. Thus we have 
a nice pile of statistics. 

I admit I’m a simpleton in these matters, 
but couldn’t the department concerned 
(and all other departments) say to the 
P.M.G.: ‘‘We spent so much last year on 
postages; our volume of business (or some 
other basis) was so and so. In future we 
will pay you postages regulated on this 
basis.’’ So also with other aspects of inter- 
departmental work. 

We must be certain nobody 
away with the funds, but we 
things in the mass and 
(whether we are accountants or 
‘‘Tiow are we going?’ 

If the P.M’s. eall is to bear fruit, such 
costly departmental procedures, which are 
serving no end other than themselves, 
should be overhauled. Perhaps there will 
be inaccuracies, but we shan’t be robbing 
anybody; and, in any event, inaccuracies 
are likely to be more than compensated for 
by savings of labour and other costs. This 
cost and labour can be directed into more 
productive avenues, which is what we want 
to do. 


is getting 
must see 
ourselves 
not), 


ask 


J. D. Srorrig, A.J.C.A 
Sydney. 


ALLOTMENT LETTERS 


Now that so many companies are making 
issues of shares, bonus and otherwise, the 
executives of companies are placed in the 
position of having to issue allotment letters 
for shares issued and, later, share certifi- 
cates. There is nothing in the Companies’ 
Acts of the different States which requires 
the issue of an allotment letter to share- 
holders. Providing the shares are issued 
as fully paid-up and the amount received 


therefrom, the issue of a share certificate is 
sufficient; providing, of course, the certifi- 
cate is issued within a reasonable time. See- 
retaries who adopt this short-cut procedure 
will not only save considerable staff time, 
but also considerable expense. 

The suggestion would not apply in cases 
where the shares are issued as partly paid- 


up. . 
—ATHOL SCRIBE. 


DECEASED SHAREHOLDER’S SHARES 


An Adelaide correspondent asks for the 
views of readers on the following point: 

How should shares in a limited company 
owned by the estate of a deceased share- 
holder be registered in the company’s 


share register? In particular, may they be 


registered as- 


(a) Estate J.B. Deceased, or 
(b) X.Y., Executor of J.B. Deceased! 
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BOOK REVIEWS 


Studies in Accounting: W. T. Baxter (Editor); The Law Book Company of Aus- 
tralasia Pty. Ltd. Pp. 455, price £1/13/-. 


This interesting collection of essays in 
addition to fulfilling a service by bringing 
together different, and, in some cases, con- 
tradictory views on the same subjects, also 
shows the accountant of today in his true 
perspective and not as some form of human 
adding machine sitting on a high stool and 
crouched over a ledger. We see the accoun- 
tant as a member of a profession which 
numbered among its early exponents men 
famous in other branches of learning; we 
see him searching for the underlying prin- 
ciples of accounting, for the fundamental 
truths; and we also see that occasionally 
from the ranks of accountants there arises 
one whe is the true ‘‘artist’’, with the 
artist’s creative urge, as exemplified in 
Raymond Marien, ‘‘The Greatest Accoun- 
tant in the World’’, who falsified the books 
of Interstate Hosiery Mills Inc. and created 
$1,900,000 in non-existent assets, and all 
this with no thought of self-interest or 
monetary reward, his only reward being 
the knowledge that he had wrought a 
master work which would be admired for 
years. He it was who gained the admiring 
compliment from one of the investigators 
of the company’s affairs: ‘‘That man can 
make a prime-cost-of-sales sheet look like 
something by Rembrandt’’, and the uncom- 
plaining comment from his wife when he 
was in prison: ‘‘ When you marry a genius 
you must be prepared for anything.’ 

The essays are grouped into sections, 

the section on History including a very 
entertaining and easy-to-read account of 
our predecessors in ‘‘ An Historical Defence 
of Book-keeping’’ by Henry R. Hatfield. 
B.S. Yamey, in an article, queries the part 
which the development of scientific book- 
keeping is often assumed to have played in 
the rise of capitalism. 
_ We are again indebted to B. S. Yamey 
for a very interesting article on ‘‘The As- 
pects of the Law relating to Company Divi- 
dends’’ in which he gives a comprehensive 
survey of the legal position regarding the 
payment of dividends. 

The most interesting feature which arises 
from the sections devoted to Theory, De- 


preciation, and Accountants and the Price 
Level, is the lack of agreement regarding 
the real purpose or function of accounting, 
and it is this basic disagreement which ex- 
plains why the views of accountants vary 
as to the meaning of profit and income, and 
as to whether accountants should attempt 
to record changes in the value of assets 
arising from a change in the value of 
money. Those who support the view that 
the purpose of accounting is to measure 
financial profit claim that no allowance 
should be made for changes in the value of 
assets arising from variations in the pur- 
chasing power of money, while those who 
favour the idea that the purpose of account- 
ing is to measure ‘‘real’’ profit are explor- 
ing the ways in which changes in the value 
of money can best be brought into accounts. 


Ronald S. Edwards in ‘‘The Nature and 
Measurement of Income’’ first considers 
two concepts of income, viz., the receipts 
less payments concept, and the increased- 
net-worth concept, but after examining the 
bases of valuation of assets for income pur- 
poses thinks that accountants at present 
lack an income concept. It is useless to 
say income is the figure we arrive at after 
applying valuation rules when we do not 
agree as to the rules themselves. The ac- 
eountant’s approach to the measurement of 
income is an historical one with the em- 
phasis on cost, and the concept of income 
which most closely approaches it could 
perhaps be called a ‘‘pro-rated-receipts- 
and-disbursements conecept’’ although this 
is really a description of accounting prac- 
tice and still does not answer why accoun- 
tants act in this way. 


In another article Harry Norris says that 
profit is the surplus of revenue earned from 
the supply of goods or services over the 
cost of supplying them and the cost of pro- 
moting their sale. This is different from 
the idea of profit as being the accretion in 
asset value which some economists think of 
as the correct mode of considering profit. 
He also draws a distinction between busi- 
ness profit and personal income in the case 
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Book Review—continued 

of persons who hold shares in public com- 
panies, and, when measuring personal in- 
come, capital profits, including unrealized 
surpluses, are taken into account as well 
as eash dividends actually received. 

The section on Accountants and the Price 
Level includes articles upholding opposing 
views, and again the arguments really 
centre around the controversy as to whether 
we should aim at measuring real income or 
financial income, and whether we should 
maintain real capital or money capital 
intact. On the face of it, it seems that those 
advocating the measuring of income after 
real capital has been maintained intact are 
accounting for values and not for costs, 
but the claim is put forward by David 
Solomons that they are not getting away 
from the cost basis. He claims that the 
original cost proponents mistakenly take 
actual cost as meaning past costs, instead 
of the present costs of producing revenue. 
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The editor, in his introduction, realizes 
that not everyone will agree with his choice 
of articles, and he expressly states that one 
of the criteria adopted for the inclusion of 
any article was its relative inaccessability, 
so that any article easily accessible was 
automatically disqualified. With this in 
mind the only criticism which could per- 
haps be made is that the articles included 
in the section on Final Accounts do not 
come up to the high standard set by the 
selections in the remainder of the book. 


This volume will prove useful to students, 
teachers and practitioners alike. Although 
the studies in some respects might be con- 
sidered somewhat academic they should be 
of interest to the practising accountant, and 
serve to remind him of the underlying prin- 
ciples which are apt to be temporarily over- 
looked in the press of everyday practical 
affairs. 


J. ST.G. KERR 


CURRENT PROBLEMS DISCUSSED IN 


OVERSEAS 


JOURNALS 


Hospital Accounting: A Correction 


In the March, 1951, issue of The Australian Accountant reference was made to 
an article by Captain J. E. Stone, entitled ‘‘ Hospital Accounting: A Case for Reeog- 


nition of Depreciation.”’ 


The reference stated that the article had appeared in The 


Accountant of 12th August, 1950. This was an error; the article appeared in The 


Accountant of 19th August. 1950. 
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IN THE BALANCE 


SHEETS OF VICTORIAN COMPANIES 


by 


K. C. KEown 


The Victorian Companies Act 1938 re- 
quires, in Section 124(1) that ‘‘Every 
balance sheet of a company .. . shall state 
the basis of valuation of each of 
assets’’. This provision is a most important 
one because, if it is properly carried out, 
it will go a long way towards preventing 
the creation and use of secret reserves. 
As the asset in the balance sheets of the 
majority of companies which is most liable 
to misuse in this way is Stock on Hand, 
the writer recently conducted a survey of 
the published balance sheets of a sample 
eroup of Victorian companies to see in what 
way the above provision was being applied 
in respect of this asset. 


class 


The balance shects of 181 companies were 
examined and the ‘‘basis of valuation’’ of 
the asset ‘‘Stock on Hand’’ appeared as 
follows :— 


‘ 


NUMBER OF 
COMPANIES 


BASIS OF 
VALUATION 


At or Below Cost .. .. .. 79 

23 a ee 

At Lower of Cost or Market 
Value fae CL Se Se eee 

At Cost and ‘or Valuation. . 

At Valuation. . See ae 

At Valuation not exceeding 
Cost “3 ie ‘ >a - 

At Cost or Under .. ... .. 

As Certified by the Managing 
direetor peplhint eat 

At Prime Cost less Provision 

As Valued by a Director 

At Lower of Market or 
placement Value ie 

At Cost, Market or Valuation, 
whichever is lowest .. .. 

At or Under Market Value. . 

At Cost or Replacement Value 
(whichever is less) 

At Cost or Under after pro- 
viding for Prices Fluctua- 
tion 


Re- 


At Cost plus overhead 


At Valuation not exceeding 
the Lower of Cost, Market 


or Replacement Value 


It will be agreed, I think, that many of 
the above statements do not accord with 
the requirement that the ‘‘basis of valua- 
tion’’ must be stated. Eleven companies, 
for example, merely state that their stock 
is stated ‘‘at valnation’’. The Act asks for 
‘*basis of valuation’’ and to comply with 
this provision it would seem that the 
method employed in arriving at the value 
included in the balance sheet should be 
given. 

Of the methods stated above only four, 
namely, ‘‘At Cost’’, ‘‘At Lower of Cost 
or Market Value’’, ‘‘ At Lower of Market or 
Replacement Value’’, ‘‘ At Cost or Replace- 
ment Value (whichever is less)’’, comply 
with the requirements of authority or mod- 
ern accounting theory. 

All the other methods used in the sample 
of balance sheets which was examined 
would give great scope for the creation 
and use reserves. For example, 
the most popular statement—‘‘ At or Below 
Cost’’—gives the directors of a company 
the power to create a reserve by writing 
down their below and, in a 
future year, when trade is not as profitable, 
to bolster up the company’s position by 
lessening the stock reserve. The same state- 
ment ‘‘At or Below Cost’’ would, under 
this method, cover both years. Modern 
standards of disclosure would seem to de- 
mand that where the stock is stated below 
cost the amount of the reserve should be 
disclosed. Otherwise it seems impossible to 
ensure consistency in accounting for this 
most important element in our determina- 
tions of periodic profit. 


of secret 


stoek eost 
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Victorian Companies Act 1938, would do 


well to consider whether their statement 
of the asset, stock-on-hand, accords— 


Stock on Hand—continued 

Similar remarks apply to most others in 
the list. ‘‘As Certified by the Managing 
Director’’, which was used by four com- ' 

. ' (a) with the standards of modern account- 

panies, could not be regarded as a state- cee Scale ; sane 
ment of the ‘‘basis of valuation’’. ing; and, more importantly, 

Accountants who are responsible for the (b) 
preparation and publication of the balance 
sheets of companies registered under the 


with tke requirements of Section 
124 (1) of the Victorian Companies 
Act 1938. 
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LEGAL SECTION 
Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


COMPANY LAW: WHETHER AGREEMENT BY A COMPANY TO FIND A 
BUYER AMOUNTS TO TRAFFICKING IN ITS OWN SHARES 


C. entered into a contract of employment 
with the H. Co. on 2 August, 1949. The 
contract of service provided for its ter- 
mination by either party by one month’s 
notice in writing given by one to the other. 
Clause 6 of the agreement provided: ‘‘The 
company shall issue on the signing hereof 
to the employee, five hundred £1 fully paid 
ordinary shares in the company and the 
employee shall pay to the company the sum 
of £500 therefor.’’ Clause 7 provided: ‘‘If 
this agreement for any reason be termin- 
ated, the company shall at its own cost 
and within a reasonable time find a pur- 
chaser from the employee for the said 500 
shares. During the first six months these 
500 shares shall be purchased at a price 
to be agreed between the parties, but not 
at less than £1 per share.’’ The articles of 
the company contained very considerable 
restrictions upon the transfer of shares. 
C. applied for, was allotted and paid £500 
for 500 £1 fully paid ordinary shares in 
the company. On 12 October, 1949, C. 
notified the company in ‘writing that he 
tendered his resignation from 11 Novem- 
ber, 1949, and called upon the company 
“to find a buyer for my holding of 500 
shares of the company and the refund of 
the invested £500.’’ 


The company was unable to find a pur- 
chaser for C.’s shares, and went into volun- 
tary liquidation on 26 October, 1949, at 
which date the shares were valueless. C. 
claimed £500 for breach by the company of 
its promise contained in clause 7 of the 
agreement. The claim was rejected by the 
liquidators, on the grounds that the agree- 
ment contained in clause 7 was ultra vires 
the company and unlawful and in contra- 
vention of ss. 44 and 45 of the Companies 
Act 1938. 


Held (O’Bryan, J., in the Supreme 
Court): (1) that the agreement contained 
in clause 7 of the contract of service was 
incidental or conducive to the attainment 
of the company’s objects and did not 
offend either s. 44 or s. 45 of the Com- 
panies Act 1938 or the general principles 


of company law; and (2) that therefore 
the agreement was enforceable and proof 
of the debt should be allowed in full. 
The judgment concludes with these 
words: ‘‘It was suggested in argument 
that if this agreement is valid it opens the 
way to all sorts of inroads by members 
upon the safeguards placed around a com- 
pany’s capital in favour of creditors. I 
do not think it does. It does not follow 
from what I have said that an agreement, 
with a particular subscriber to the capital 
of the company or to a group of sub- 
seribers or to subscribers generally, which 
provided no more than that the company 
will undertake to find a buyer of their 
shares at not less than their face or 
nominal value would be either within a 
memorandum of association such as we 
have here, or if within the provisions of 
the memorandum of that company would 
be upheld by the Court. It will be time to 
deal with such a case if it ever arises. My 
inclination is to think that such agreement 
simpliciter would not be upheld. It is 
sufficient for me to say, however, that this 
is not such a case. Here the essence of the 
agreement before the Court is that of a 
contract of employment with a clause 
which, in my opinion, being found in its 
particular context, does not offend any of 
the provisions of company law. 
‘‘As a final argument, Mr. 
relied upon s. 158 (g) of the 
Act 1938. He is not entitled to rely on 
that section, as the appeal is at present 
constituted, but, as it was argued before 
me, I think I should say something about 
it. Its relevant provision is that in a wind- 
ing up, a sum due to any member by a 
company in his character of a member by 
way of dividends, profits, or otherwise, 
shall not be deemed to be a debt of the 
company payable to that member in a case 
of competition between himself and any 
other creditor not a member of the com- 
pany. The £500 due to the appellant is 
not due to him in his character of a mem- 
ber at all. It is not because he is a share- 
holder that he is entitled to these damages, 


Bloomfield 
Companies 
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but it is because he has made a contract 
with the company of the character to which 
I have referred, which contract the com- 
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pany has broken, that he is entitled to 
damages.’’ (In re Harlou Pty. Ltd. (in 
Liquidation), |1950] V.L.R. 449.) 


COMPANY LAW: POWER FOR A COMPANY TO ENTER SUCH A COMBINA. 
TION AS WOULD CONSTITUTE A TRADE UNION DOES NOT BY ITSELF 
CONSTITUTE THE COMPANY A TRADE UNION 


Associated Ice Manufacturers Pty. Ltd. 
was a plaintiff in an action against certain 
ige manufacturers. The latter contended 
that the Association had no locus standi to 
sue, since it was a trade union within the 
meaning of s. 3 of the Trade Unions Act 
1928 (Vie.) and therefore its registration 
as a company was made void by s. 6 of 
that Act. One of the objects clauses of the 
memorandum of association gave power: 
(a) To promote control regulate and pro- 
tect the manufacture, distribution and sale 
of ice and for that purpose to enter into 
and enforce agreements with ice manufac- 
turers and other persons dealing in ice. 


Gavan Duffy, J., (Supreme Court) held 
as follows: ‘‘In my opinion, this does not 
make the association a trade union. First 
of all, the power to promote, control, regu- 


late, and protect may be exercised in vari- 
ous ways without imposing restrictive con- 
ditions on the manufacture or sale of ice; 
secondly, I do not think it can properly 
be said that vou impose any restrictions by 
contracting with one who enters the con- 
tract of his own free will, though the con- 
tract itself may do so. The combination 
that imposes the restrictions is that of the 
various parties to the contract. As Hamil- 
ton J. said in British Association of Glass- 
Bottle Manufacturers (Ltd.) v. Nettlefold 
(1927), 27 T.L.R. 527, at p. 529: ‘The faet 
of the plaintiff company having power to 
enter into such a combination with other 
persons, which would make that combina- 
tion a trade union, did not constitute the 
company by itself a trade union’.’’ (Asso- 
ciated Ice Manufacturers Pty. Ltd. v. A 
Burriss Pty. Ltd., |1950| V.L.R. 394. 


COMPANY LAW: WHETHER ALTERATION OF ARTICLES CONSTITUTED A 
FRAUD ON MINORITY SHAREHOLDERS 


The articles of association of A. Ltd. 
provided that a member wishing to sell his 
shares, unless he sold to another member, 
must give notice to the company and the 
shares would first be offered to other mem- 
bers pro rata at a price fixed by the audi- 
tors. Any shares not taken up could then 
be sold to non-members subject to the 
directors’ right to refuse registration. 

M., the Managing Director of A. Ltd., 
held or controlled 135,815 out of 205,000 
issued shares, and arranged for S., an out- 
sider, to acquire these shares at 6/- each. 
It was agreed that the existing board 
should resign and that S. would request 
the company to pay M. £5,000 for his resig- 
nation. 


To effectuate his bargain M. caused a 
special resolution to be passed at an extra- 
ordinary general meeting of shareholders 
whereby the articles were altered to pro- 
vide that any member, with the sanction of 
an ordinary resolution passed at any gen- 


eral meeting of the company, could trans- 
fer his shares to any person. The sale to 
S. was then sanctioned. 


A minority shareholder G. sought to im- 
peach the transaction with S. on the 
ground that the interests of the minority 
had been sacrificed to those of the majority 
without any reasonable prospect of ad- 
vantage to A. Ltd., and a fraud on the 
majority was thereby constituted. 


Held (Court of Appeal) : (1) although a 
special resolution would be liable to be im- 
peached if its effect were to discriminate 
between the majority shareholders and the 
minority shareholders so as to give to the 
former an advantage of which the latter 


were deprived, it was not necessary that 


the voters should dissociate themselves 
altogether from the prospect of personal 
benefit as a result of the passing of the 
resolution and consider merely whether the 
proposal was for the benefit of the com- 
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pany as a going concern; (2) merely be- 
cause it was not directed to a single trans- 
action, the special resolution did not preju- 
dice the minority shareholders, because 
they were in no worse position in regard to 
obtaining leave to sell to any purchaser 
than they would have been, having regard 
to the directors’ power to refuse registra- 
tion, had it not been passed, and, although 
the resolution deprived the minority of 
their right of pre-emption under the 
articles, a shareholder had no right to as- 
sume that the company’s articles would 
always remain in a particular form and he 
could not object to such an alteration as 
was made here as being fraudulent provid- 
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ing the resolution were passed bona fide 
and did not unfairly discriminate; (3) 
although M. had acted with grave indis- 
cretion in some respects in the transaction, 
he had received no more than any other 
seller of shares to S. (who was prepared to 
take all the shares in A. Ltd. which any 
member cared to offer to him at 6/- a share 
as compared with a fair value of 4/6 de- 
termined by the auditor) and bad faith 
could not be imputed to him; (4) the sum 
of £5,000 might represent just compensa- 
tion or, alternatively, might have to be 
paid by 8., but actually had not been paid 
and had no bearing on the question to be 
decided. (Greenhalgh v. Arderne Cinemas 
& Os., |1950] 2 All E.R. 1120.) 


INTERPRETATION: MEANING OF “TURNOVER OF COMPANY'S 


ANNUAL 


Under a contract of service, dated 30 
August, 1945, the plaintiff was employed 
as a sales manager by the defendant com- 
pany, who were engaged on munition pro- 
duction for the Ministry of Supply and the 


Ministry of Aircraft Production.. The con- 
tract provided that the plaintiff should be 


paid, inter alia, ‘‘a commission of one- 
tenth of one per cent on turnover up to 
£500,000 and a commission of  one- 
twentieth of one per cent on turnover 
above £500,000 of the company’s annual 
business to commence with the next finan- 
cial year....’’ At that time the defendant 
company had still running certain govern- 
ment contracts which were subject to a 
break clause, under which the government 
department concerned could either (i) call 
for the completion of the articles, or part 
of the articles, manufactured, which would 
then be paid for at fair and reasonable 
prices, or (ii) call for reduction of manu- 
facture and concentration on the comple- 
tion of parts already partly manufactured 
and for handing over of all unused 
material at fair and reasonable prices. Pro- 
vision was also made that in cases of hard- 


BUSINESS” 


ship a reasonable allowance was to be paid 
to the defendant company. Notices under 
the break clause had been given to the de- 
fendant company before the commence- 
ment of the plaintiff’s employment, and 
in the first two years of that employment 
the defendant company received sums rep- 
resenting lump sum settlements for articles 
taken over and payment of claims for 
hardship made under the break clause. The 
plaintiff claimed that the turnover on 
which his commission was based should in- 
clude the sums paid in respect of the 
settlements under the break clause. 


MeNair, J., in a considered judgment, 
held, applying Gliksten (J.) & Son, Ltd. 
v. Green, [1929] A.C. 381, that these sums 
were part of the ‘‘turnover of the com- 
pany’s annual business’’, which must be 
taken to include all sums received and re- 
ceivable in the year as the result of the 
defendant company’s trading, whether 
normal or abnormal. Commission was, 
therefore, payable on the sums in question. 
(Aris-Bainbridge v. Turner Manufactur- 
ing Co. Ltd., [1950] 2 All E.R. 1178.) 


MISTAKE: MONEYS PAID UNDER A MISTAKE OF LAW 
MAY BE RECOVERABLE 


Well worth the reading is the opinion of 
Lord Simonds in the case of Ministry of 
Health v. Simpson & Os., [1950] 2 All 
E.R. 1137, decided in the House of Lords 


in November last, in which four other law 
lords concurred. 

Many of us, in preparing for account- 
ancy exams, learned a principle that 
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money paid under a mistake of law is not 
recoverable, for which Sargood Bros. v. 
Commonwealth (1910), 11 C.L.R. 258, was 
cited as authority. 

Now it is made clear that the principle 
is subject to limitations. The spark which 
ignited the tinder was the famous Diplock 
Estate, the executors of which, under a 
direction which was subsequently declared 
by the House of Lords to be void for uncer- 
tainty (Chichester Diocesan Fund v. Simp- 
son, [,1944; 2 All E.R. 60), paid sums of 
money to charitable institutions. A num- 
ber of associated actions were then brought 
by persons entitled to share in such part 
of the estate as to which the testator died 
intestate to recover these sums. The chari- 
ties pleaded that money paid under a mis- 
take of law was irrecoverable. 

This plea succeeded in the first instance, 
but the Court of Appeal held: (1) that the 
plaintiffs had a right in personam in 


equity against the recipients which was not 
liable to be defeated by the fact that the 
payment to them had been made under a 


mistake of law by the executors, and (2) 
that the plaintiffs had a right in rem to the 
money recognised by equity which would 
enable them to trace the money, providing 
only that it was possible to identify or dis- 
entangle it where it had been mixed with 
assets of the recipients. 

In the ease of the Westminster Hospital 
the money received, £4,000, had all been 
spent on new buildings and the bank ac- 
count was in debit. The next of kin, who 
had exhausted their remedy against the 
executors, did not assert any right to fol- 
low the £4,000 into assets held by the 
hospital, but they claimed that the hospital 
was under an equitable liability to refund 
to the estate the money wrongfully paid. 

It was held: (1) there was no basis for 
the view that the equitable doctrine by 
which an unpaid legatee or creditor could 
recover from a person wrongfully paid by 
executors was only available to an unpaid 
legatee or creditor if the estate had been 
administered by the Court, although it 
might be that where the executors had dis- 
tributed the estate under an order of the 
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Court the unpaid person would not be re. 
quired to bring a further action against 
them before proceeding against persons 
wrongfully paid, and there was no differ. 
ence in the application of the doctrine 
whether the claimant beneficiary claimed 
as a residuary legatee or as next of kin, 
or whether or not the person paid was a 
‘“stranger’’ to the estate having no title 
to the money paid to him; (2) it was 
irrelevant to the application of the doe. 
trine whether the executors paid wrong. 
fully under a mistake of law or under a 
mistake of fact, and it was no answer to its 
application that the defendant had re. 
ceived the payment in good faith and had 
spent it without knowledge of any flaw in 
its title. 

Lord Simonds said, in the course of his 
speech :— 

‘It would be strange if a court of 
equity, whose self-sought duty it was to 
see that the assets of a deceased person 
were duly administered and came into the 
right hands and not into the wrong hands, 
devised a remedy for the protection of the 
unpaid creditor, but left the unpaid 
legatee or next of kin unprotected” 
(p. 1141). 

‘*T should in passing mention Orr y 
Kaines (1750), 2 Ves. Sen. 194, in which 
it was clearly established that the right of 
an underpaid legatee to claim directly 
against the overpaid legatee is subject to 
this qualification, that he must first 
exhaust his remedy against the executor 
who has made the wrongful payment” 
(pp. 1141-1142). 

‘*The man who makes a wrong payment 
because he has mistaken the law may not 
plead his own ignorance of the law and s0 
cannot recover what he has wrongfully 
paid. It is difficult to see what relevance 
this distinction can have where a legatee 
does not plead his own mistake or his own 
ignorance, but, having exhausted his 
remedy against the executor who has made 
the wrongful payment, seeks to recover 
money from him who has been wrong- 
fully paid’’ (p. 1143). 


So does the law grow as it goes—cresct! 
eundo. 
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The answers to examination questions which appear in this section are 


not official. 


They have been prepared by a member of the Common- 


wealth Institute of Accountants, but have not been reviewed by the 
Board of Examiners. 


MODEL ANSWERS 


J. D. SPENCE, A.M.T.C., A.I.C.A. 
SUBJECT H—ADVANCED ACCOUNTING II 
Examinations: April, 1951 


QUESTION (1) 

These are some of the terms used to describe the 
method of valuation of the asset ‘‘stock on hand’’ 
in the published balance sheets of Australian com- 
panies. 

i) At or below cost. 
At cost. 
At valuation. 
As valued by a director. 
As certified by the Managing Director. 

Indicate, in respect of each method, whether or 
not it conforms to modern standards of disclosure, 
giving reasons in each case. 

ANSWER: 

(i) ‘*At or below cost’’ as a description 
of the method of valuing stock on hand 
does not conform to modern standards of 
disclosure. This description fixes the upper 
limit of the stock value, that is cost, but 
gives no indication of how far, if at all, 
the cost figure has been reduced for the 
purposes of the financial statements. This 
description could mean that the stock had 
been written down far below cost, in which 
case a secret reserve would be created. If 
different amounts were written off the 
stock each period the directors could use 
the secret reserves thus created to vary the 
profits of the business for those periods 
and conceal the true results from the 
shareholders. To avoid this danger and to 
comply with the doctrine of disclosure the 
amount the stock is reduced below cost 
should be disclosed in the financial state- 
ments. Also any analysis made of the 
Statements would be incorrect and perhaps 
misleading because of the non-disclosure of 
the amount, if any, the stock value has 
been reduced below cost. 

(ii) ‘‘At ecost.’’ This is the correct 
description of stock on hand. In order to 
accurately match costs with revenue, stock 


should be valued at cost. If it is for any 
reason valued at a figure other than cost 
that fact should be disclosed in the finan- 
cial statements and information should be 
given from which it is possible to calculate 
cost. If ‘‘cost’’ of stock on hand is ascer- 
tained by one method in one period and 
another method in another period the 
effect of the change of method should be 
disclosed. 

(iii) ‘‘At valuation’’ is an insufficient 
deseription unless information regarding 
cost is also given. Stock on hand is re- 
garded as a deferred charge to future in- 
come and the only way to correctly match 
costs with revenue is to value it at cost or 
as near thereto as possible, using recog- 
nised methods of ascertaining cost. This 
description gives no indication whether 
such valuation is above or below the cost 
of the stock. Stock valued on a different 
basis each year will make the statement 
practically useless for purposes of analysis 
and interpretation. 

(iv) ‘‘As valued by a director’’ is sub- 
ject to the objections mentioned in (iii) 
and, in addition, unless the director is an 
expert on stock valuation for the type of 
business the company operates, his valua- 
tion will give no indication that the stock 
has been correctly valued. Descriptions 
such as this could be used to conceal the 
creation and use of secret reserves on stock 
on hand. 

(v) ‘‘As eertified by the Managing 
Direetor’’ gives no indication at all of 
what basis the stock has been valued on, 
and is the worst description given in this 
question when modern standards of dis- 
closure are taken into account. The stock 
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Students’ Section—continued cost figures for stock are supplied with the 
with this description could have been’ statements no accurate analysis of the 
valued by any method at all, and unless statements could be attempted. 


QUESTION (2) 

On Ist July, 1951, the balance sheets of A, B and C Companies were as follow:— 

B Cc 

£400 £200 £100 
21,000 _ nie 
17,400 8,500 6,100 
12,600 6,200 11,650 
3,500 1,000 oe 
37,080 15,300 16,400 
32,400 23,650 26,200 
— 4,000 — 

310 190 210 
4,680 — 


Cash in Hand 

Cash at Bank 

Trade Debtors 

Stock on Hand 
Motor Cars .. ‘. 
Land and Buildings 
Plant and Machinery 
Goodwill ee 
Prepayments - ee eis ee . 
Profit and Loss Appropriation Account .- oe —w 


£124,690 £63,720 £60,660 


£19,490 £10,800 £5,260 
— 12,920 7,500 
3,700 “= 2,000 
80,000 40,000 36,000 
10,800 — 3,400 
oe 6,500 





Trade Creditors 
Bank Overdraft 
Provision for Taxation 
Paid Capital (£1 shares) 
Reserves ah a a ro =a 
Profit and Loss Appropriation /.ccount ss a 10,700 


£124,690 £63,720 £60,660 








At this date the three companies decided to amalgamate and the agreement vrovided that 
A Company was to acquire all the assets and assume the liabilities of B Company and also to 
aequire the shares of C Company. 

The merger agreement also provided that the consideration payable was to be— 

To shareholders of B Company, £2,000 in cash and one share in A Company credited as 
fully paid up to £1 for every four shares held in B Company. 

To shareholders in C Company two shares in A Company credited as fully paid up to £1 
for every three shares in C Company. 

It is agreed that the shares in A Company are worth £2 each. 

The liabilities of B Company were discharged. Expenses of liquidation of B Company were £500, 
paid by A Company. 

A Company made the following revaluations of B Company’s assets :— 

Motor Cars = re a Reduce by £100 
Machinery and Plant .. “ Reduce by £1,815 
Trade Debtors .. oa wi Reduce by £450 
You are required to give— 
(a) Journal entries to close the books of B Company. 
(b) The balance sheet of A Company on the completion of the merger. 


ANSWER: 
B CoMPANy 
JOURNAL 
Dr. Cr. 
1951 
July 1—Liquidation Account .. me v 5 om . 59,040 
To Cash... 34 ve - ba ° 200 
Trade Debtors vs es i os 8,500 
, Stock on Hand 6,200 
, Motor Cars 1,000 
Land and Buildings 15,300 
, Plant and Machinery 23,650 
Prepayments 190 
, Goodwill 4,000 
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he JOURNAL— continued 


Being assets tuken over by A Company as per 
agreement. 
Trade Creditors pee = ae ie a * 10,800 
Bank Overdraft a a in re eS » 12,920 
To Liquidation Account . Et x me 
Being liabilities taken over by A Cuiipany as per 
agreement. 


A Company = = " oe - . 22,000 

To Liquidation Account ~ RY! - 22,000 
Being purchase consideration payable hy A Com- 

pany as per agreement. 


Cash ae a = fee “a . 2,000 
Shares in A Company ee or 7 a i , 20,000 

To A Company .. 22,000 
Being payment of purchase ‘consideration as fol- 

lows: £2,000 cash, 10,000 £1 shares in A Com- 

pany valued at £2 per share. 


Shareholders’ Distribution Account oh a *, 13,320 
To Liquidation Account .. - ahs 13,320 
Being loss of liquidation transfe rred. 


Nominal Capital ae ss *. 40,000 
To Profit and Loss Appropriation Account 

, Shareholders’ Distribution Account 
. Being transfers. 


Shareholders’ Distribution Account é 23 . 22,000 
To Shares in A Company Ke sia i 2,000 
, Cash... a - i = 20,000 
Being transfer of purchase consideration. 
A CoMPANY 
BALANCE SHEET AS AT Ist JULY, 1951 
Current Laabilities— Current Assets 
Trade Creditors .. 19,490 Cash in Hand =e 600 
Bank Overdraft ao 5,220 Trade Debtors .. 25,450 
Provision for Taxation 3,700 Stock on Hand .. 18,800 
—— 28,410 Prepayments , 
Shareholders’ Funds— - 45,350 
Paid-up Capital (£1 Investments— 
shares) .. .. 114,000 Shares in C Company 
Reserves a .. 10,800 at cost... a 48,000 
Profit and Loss Appro- Fixed Assets— 
priation Account 10,700 Land and Buildings. . 
Share Premium Re- Motor Cars .. a 4,400 
serve - .. 34,000 Plant and Machinery 54,235 
Capital Reserve .. 6,456 —— 111,015 
—— 175,955 


Nome Ne Nee ee ee ee 


£204,365 £204,365 
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QUESTION (3) 

The following information relates to Nelson O’Shea,-whose estate was 
1951. 
tion to a meeting of creditors. 

(1) Trial Balance of his business ledger on 30th June, 1951:— 


Sales 

Purchases 

sad Debts 

Sundry Trade Expens nses 

Wages .. 

Stock on Hz und Ist July, 1950 

Petty Cash Advance 

Trade Debtors 

Factory Building 

M: achinery and Plant 

Office Furniture and Equipment 

Goodwill , 

Trade Creditors ‘(including £200 preferential) 
3ank Overdraft (secured on private residence 

Bills Payable 

Nelson O’Shea— Capital 

Nelson O’Shea—Drawings 


Private Assets and 
Cash in Hand .. ss a ae 
Motor Car at cost w he n purehased in 1941 

Residence at cost when purchased in 1943 = 
Liabilities for household expenses incurred during 1951 
Surrender value of life assurance policy on own lifé 

It is estimated that the assets will realise the following 
Stock (cost £10,400) 

Trade Debtors 

Factory Building 

Machinery and Plant 

Motor Car 

Residence 

Office Furniture and Equipment 

Other information :— 

(a) Bills Receivable of £2000, 
rank for £500. 

Nelson O’Shea’s Drawings 
The 
the 


amou 


which have been discounted at 


(db) 
(c) annual premium on the life assurance policy of £150 
Ist June in each year since the insurance was effected 
ANSWER : 

NELSON O’SHEA 
AFFAIRS AS ON 
Expected 
to rank 
£25,400 
O00 

300 


STATEMENT OF 


Unsecured Creditors 
Trade Creditors 
Bills Payable 
Liabilities for Household 
Expenses 


Property 
) 


2 
3, 


Cash in Hand 


Stock 
Factory 
Machinery 
Plant 
Office 
and 
ment 
Motor Car 
Insurance 
Premiums 


100 

Fully-secured Creditors— an 

Bank Overdraft 

Less Estimated Value of 
security 


7,500 


5,000 


1,500 


Surplus to contra 
Contingent 
Bills 


Taability 
Discounted 


on 
2,000 


Account was in debit £800 on the Ist July, 


30th JUNE, 


Petty Cash Advance 


Building 


Polie 


July, 1951 


sequestrated on 30th June, 


You are required to prepare a Statement of Affairs and a Deficiency Account for presenta- 


£ £ 
60,400 
40,800 
5,850 
7,465 
16,600 
12,500 
50 
4,900 
6,500 
9,800 
1,200 
8,000 
22? 000 
7,500 
3,300 
30,000 
9,535 


£123,2 


£123,200 00 





Liabilities not reeorded in business ledger: 


uts:- 
£93 
2 400 


4 800 


5,200 
350 
9,000 
500 
the Bank, are expected to 
1950. 
has been paid regu 
in 1239 


larly on 


1951 


Estimated 
to produce 
£20,516 
50 
~ 16 
Book Value 
. 10,400 
6,500 


9.300 
4,800 
d 


9800 5,200 


Furniture 
Equip- 


500 
350 


1,200 
650 
y 


300 
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Preferential Creditors .. 200 Book Debts— 
Trade Debtors .. 4,900 2.400 


Estimated Surplus from 

property held by 

secured creditors .. 1,500 
Deficiency as per Defici- 

eney Account me 1,484 


£25,900 £25,900 


DEFICIENCY ACCOUNT 
Excess of assets over lia- Net Loss 1951 ee . £12,415 
bilities July 1, 1950 £29,200 Household Expenses ne 8,819 
Motor Car a aS 650 Estimated Losses on— 
Residence = -. teee Stock ea .. £1,100 
——— £37,650 Factory Buildings .. 1,700 
Insurance Policy Premiums 300 Motor Car a a 300 
Deficiency .. ms ” 1,484 Machinery and Plant ..  4,600° 
Office Furniture and 
Equipment ~~ 700 
Goodwill os .. 8,000 
Trade Debtors .. .. 2,500 


18,900 
Less estimated Profit on 
Residence .. -t 1,200 
—— 17,700 
Liability on Bills Dis- 
counted .. nee is 500 


£39,434 


QUESTION (4) 

Colin Morris died on 1s: April, 1950, leaving the following assets: — 
Building in Lonsdale Street, Melbourne ee ‘< i Fa “a , £10,000 
Shares in New World Industries Ltd. .. va si 8,000 
Metropolitan Gas Coy. Debentures 9,000 
Cash at Bank Ix ae 5% 5,000 
Furniture and Personal Effects .. 2,000 
3uick Motor Car 1,000 

Death Duties amounted to:— 

State Duty 
Federal Duty , a — 
Funeral and Testamentary Expenses .. 


1,200 
1,500 
300 


The will provided as follows:— 

(i) Death Duties to be paid out of residu 

(ii) Legacies and Devises 
(a) To his wife—£3,000 in Cash and the furniture and personal effects. 
(6b) To his son, James—The Building in Lonsdale Street, Melbourne, and £4,000 in eash. 
(c) To his daughter, Helen—£6,000 in Cash and the shares in New World Industries 

Ltd. 

(d) To his son, Walter—£5,000 in Cash and shares in Australian Industries Ltd. 
(e) To his brother, Arthur—his Bentley motor car. 


The assets realized brought their probate values. 

You are to prepare— 
(a) Principal ledger accounts to record the winding up of the estate; and 
(b) A statement showing the final distribution of the estate. 

“aleulations are to be taken to the nearer £. 
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ANSWEB: 
Estate oF Cotrn Morris 


CASH BOOK 
Corpus Corpus 
19 1950 
April 1—To Cash at Bank .. £5,000 By Death Duties—State .. £1,200 
,, Metropolitan Gas - “ » Federal .. 1,500 
Coy. Debentures 9,000 , Funeral and Testamentary 
.. Buick Motor Car 1,000 Expenses .. a ee 300 
,, Widow “ ae sh 2,000 
, James Se a .. 2,667 
» Helen cd ee .. 4,000 
, Walter Ps ih a 3,333 
£15,000 £15,000 
CORPUS ACCOUNT 
1950 1950 
To Death Duties—State .. £1,200 April 1—By Building Lonsdale 
ss = » Federal... 1,560 Street .. .. £10,000 
,» Funeral and Testamentary , Shares in New 
Expenses .. a As 300 World = Indus- 
., Widow— tries Ltd. - 8,000 
Furniture and Per- , Metropolitan Gas 
sonal Effects .. £2,000 Co. Debentures 9,000 
Cash me .. 2,000 , Cash at Bank .. 5,000 
4,000 , Furniture and 
. Son, James— Personal Effects 2,000 
Building Lonsdale ,, Buick Motor Car _ 1,000 
Street .. .. 10,000 
Cash 7 .. 2,667 
12,667 
, Daughter, Helen— 
Shares in New 
World Industries 
Ltd. ae .. 8,000 
Cash + .. 4,000 
—— 12,000 
, Son, Walter—Cash .. .. 98,800 


£35,000 £35,000 


—— 


BUILDINGS—LONSDALE STREET, MELBOURNE 

1950 

April 1—To Corpus Aeccount.. £10,000 By Son, James .. a .. £10,000 
SHARES IN NEW WORLD INDUSTRIES LTD. 

April 1.-To Corpus Aceount.. £8,000 By Daughter, Helen wn £8,000 


————— ae 


METROPOLITAN GAS COMPANY DEBENTURES 
April 1—To Corpus Account.. £9,000 By Cash .. re Ps .. £9,000 
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FURNITURE AND PERSONAL EFFECTS 
April 1—To Corpus Account... £2,000 By Widow = yea .. £2,000 


BUICK MOTOR CAR 
April 1—To Corpus Account.. £1,000 By Cash .. - We .. £1,000 


WIDOW 
To Furniture and Personal By Corpus Account... .. £4,000 
Effects a? me .. £2,000 
, Cash .. ‘a +: .. 2,000 


£4,000 £4,000 
SON, JAMES 
To Building Lonsdale Street .. £10,000 By Corpus Account ‘a .. £12,667 
, Cash .. 4 ne a 2,667 


£12,667 £12,667 
DAUGHTER, HELEN 
To Shares in New World Indus- By Corpus Account... .. £12,000 
tries Ltd. .. - .. £8,000 
, Cash .. bs vl .. 4,000 


£12,000 £12,000 


SON, WALTER 
To Cash .. - ‘3 .. £3,333 By Corpus Account... .. £3,333 


STATEMENT OF FINAL DISTRIBUTION OF THE ESTATE 

The following legacies are adeemed: 

To son Walter—Shares in Australian Industries Ltd. 
To brother Arthur—Bentley motor ear. 

After paying the death duties and funeral and testamentary expenses and selling 
the Metropolitan Gas Co. debentures and the Buick motor car for probate values, 
there remains £12,000 cash on hand to pay the cash legacies, which are :— 

Widow ae ne a es a - £3,000 
James a Wee fe 3 = as 4,000 
Helen ae oi Ay 24 Le a 6,000 
Walter ie a > .S - <e 5,000 


Total sid “ oe y. - 7 £18,000 


These legacies will abate in the proportion of 6,000 to 18,000; in other words, the 
legatees will receive */; of the original legacies. 
Widow, 2/3 of £3,000... it m Bet £2,000 
James, */; of £4,000 = 8 2 m 2,667 
Helen, */; of £6,000 0 a: 4 4,000 
Walter, 7/; of £5,000... i we a0 3,333 


Total Distribution oes ; ee oe £12,000 
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CORRESPONDENCE 
Some Aspects of Partnership Accounting 


Dear Sir, 

In the Students’ Section of The Austra- 
lian Accountant for February, 1951, there 
appeared an article entitled ‘‘Some Aspects 
of Partnership Accounting’’ by Mr. Louis 
Goldberg. In this article Mr. Goldberg 
contends very strongly that partners’ 
salaries should always be treated as an 
appropriation of profit rather than as a 
charge to the revenue accounts before 
determining profit. 


Whilst there are undoubtedly cases in 
which such treatment could be correct, it 
would not be correct in all cases. When a 
partner is paid a salary for carrying out 
some active function in the business, then 
it is surely proper to treat such salary as 
an expense of conducting the business just 
as if it had been paid to a manager. Mr. 
Goldberg himself states that ‘‘In aeccount- 
ing for the conditions that arise from a 
state of partnership, it must be remembered 
that the everyday operating transactions 
are recorded in the same way as those of 
any other enterprise’. Surely payment of 
a salary for services rendered is an ‘‘every- 
day operating transaction’’? Why, there- 
fore, treat it differently in a partnership 
to ‘‘any other enterprise’’? 

If a partner is entitled to draw a regular 
weekly or monthly sum (which might be 
called a ‘‘salary’’) but is not required to 
perform any function to earn it, then it is, 
of course, merely a method of giving him 
a prior right to a share in the profits and 
should be treated in the appropriation sec- 
tion of the revenue accounts. 

Another contention advanced in support 
of this treatment of partners’ salaries is 
‘*that a partner is, in fact, entitled only to 
share in the profit made by the enterprise’’. 
It may well occur, and in the writer’s own 
experience, has occurred, that a partner 
may be entitled to draw a salary for manag- 
ing the business and that this salary is still 
payable even if the business makes a loss so 
that this partner does more than merely 
participate in profits or losses—he re- 
ceives as salary part of the other partners’ 
capital. 


Mr. Goldberg also states that the method 
he advocates ‘‘accords with the income tax 
treatment of income from partnerships. A 
partnership,’’ he says, ‘‘is not taxed as a 
separate taxable entity, its income is taxed 
in the hands of the partners, and it makes 
no difference from the point of view of tax 
whether a partner’s share is called salary 
or interest or profit.’’ This is quite true, 
of course, with an ordinary trading part- 
nership when all income from the business 
is assessed from the private returns of each 
partner as personal exertion, but that is 
merely a convenient method of aggregating 
salary, interest and residual profit. The 
Commissioner of Taxes is not concerned 
with the method of accounting adopted, so 
long as a partnership return is submitted 
showing the financial statements of the 
partnership as a whole accompanied by a 
statement showing how much each partner 
has earned by way of salary, interest, and 
residual profit, and the aggregated total. 


There is a serious fault with the state- 
ment quoted as a support for the treatment 
of partners’ salaries as appropriations of 
profit under all circumstances. For it may 
‘‘make no difference from the point of view 
of tax’’ as to whether a partner receives 
salary, interest or profit, but it makes a con- 
siderable difference to the partners con- 
cerned as such arrangements are basic to 
their relationships. And surely in account- 
ing for a partnership we are concerned with 
presenting appropriate information to the 
partners rather than in moulding account- 
ing procedures according to the require- 
ments of the Income Tax Assessment Act. 


The purpose of this letter is not merely 
to disagree for the sake of disagreeing, but 
rather that the writer feels that attention 
should be drawn to the fact that there is 


another side to this question which i 
equally worth consideration with that put 
forward by Mr. Goldberg. 
Yours faithfully, 
R. W. ROBERTSON, 


B.COM., A.I.C.A., A.C.18- 
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The Link Between Pentonville Prison 
and Australia 


On 30 April 1950, it was reported in the 
Australian Press that Mr. Bill Moloney, an 
Australian, had given a talk on Australia 
to inmates of Wakefield Prison. At the con- 
elusion of his talk Mr. Moloney invited 
questions. A prisoner asked: ‘‘If there’s 
any sincerity in Australia’s effort to get 
British migrants, why is it that a letter I 
wrote six weeks ago to Australia House re- 
questing information and an application 
form hasn’t been acknowledged?’’ Mr. 
Moloney replied: ‘‘I don’t know—but if 
you want my advice, I think you were 
foolish to give your address as His 
Majesty’s Wakefield Prison.’’ ‘‘That’s 
amazing,’’ said the prisoner, ‘‘] thought it 
would be in my favour, because convicts 
who settled your country proved such suc- 
cessful migrants.’’ 

[ do not challenge the prisoner’s claim 
that convicts who settled in Australia 
proved successful migrants; possibly they 
were more successful than some of their 
military guardians. However this may be, 
the men who left England for England’s 
good had worn out their welcome in Aus- 
tralia over a hundred years ago. The squat- 
ters were keen advocates of the transporta- 
tion system. It provided them with a 
plentiful supply of cheap labour. But the 
townspeople and the workers were strenu- 
ous opponents. Australia was seeking 
responsible government, and it was realized 
that this goal would never be reached while 
Australia remained a penal colony with a 
naval or army governor who reigned and 
ruled autocratically. The reason for the 
free workers’ opposition is obvious. 

Let us look for a moment at England’s 
side of the story. There it had been a 
settled belief for centuries that the only 
effective ways of dealing with sentenced 
men and women were to hang them or 
transport them to the colonies. America 
had been the dumping ground until it de- 
elared its independence. New South Wales, 
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i.e. the eastern half of Australia, had been 
established for the express purpose of 
taking America’s place as a penal establish- 
ment. It seemed most unreasonable to Earl 
Grey and the other masters of England 
that the colonists of Australia should take 
umbrage at the system. But take umbrage 
they did, and violently. So much so that 
England’s rulers hit on a cunning alterna- 
tive. There was a special prison at Penton- 
ville, London. Prisoners were kept there 
for two years, and, if during that time they 
behaved themselves, they were granted a 
pardon on condition that they went to Aus- 
tralia never to return. Technically, they 
were not convicts; they landed here as free 
men. For a time the trick worked so well 
that nearly 2,000 of these braw lads crossed 
the raging main between 1844 and 1848, 
singing: ‘‘Blow your winds I-ho; a roving 
{ will go; I’ll stay no more on England’s 
shore, so let the music play.’’ 


By 1848 the game was up. The towns- 
people were more hostile than ever. Many 
of the 2,000 had put on an act at Penton- 
ville; few were ‘‘reformed.’’ On arrival 
in Australia they were free to resume their 
gentle arts. The squatters of Port Phillip 
and Moreton Bay alone put out the red 
carpet for the lads, but station work was 
not the idea of freedom-loving lags. They 
soon drifted off to join the merry band of 
thieves, burglars, and bushrangers. 

Earl Grey, faced with the failure of the 
Pentonville plan, decided to resume the 
dumping of convicts. The townspeople 
were so incensed that the situation grew 
ugly. In June 1849 the Halshemy, with a 
load of convicts, arrived in Port Jackson. 
There was nearly a riot. In September 
1849 the Randolph arrived in Port Philip. 
Melbourne refused to let the convicts land. 
In desperation, the Governor sent both 
ships to Brisbane. One hundred years ago 
the feeling among the great majority of 
people in Australia was so hostile to Eng- 
land that if any more convict ships had 
been sent there would have been rebellion 
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and a separation from the mother country. 
The English Government yielded in time. 
From 1852 no more convicts were sent ex- 
cept to Western Australia, which, at the 
colony’s own request, received them until 
1868, when, again at Western Australia’s 
wish, the system came to an end. With one 
dark exception, slave labour was thus 
abolished throughout Australia in 1863. 
The exception is the Kanaka imported into 
Queensland, but that is another story. 


I was in Pentonville Prison in 1948 as a 
guest of His Majesty. It is still a light- 
sentence establishment. The prison caught 
a bomb, and one of the wings was still out 
of action in 1948. There is one wing which 
I remember with sad feelings. It is peopled 
with buyers and sellers who had broken the 
war-time marketing laws. As the Chief 
Warder, a very sympathetic man, said, 
‘“‘There, but for the grace of God, go hun- 
dreds of thousands of my countrymen— 
not forgetting myself.’’ These were the 
unlucky men who had been found out. 

Work at Pentonville is light, but not 
fascinating. It is difficult to become exuber- 
ant over the mending of mail bags. The 
best moment is the warder’s ‘‘frisk’’ at the 
end of the day. The food is plain and 
wholesome. The bread, prison-baked, is ex- 
cellent. In fact, 1 have eaten worse at some 
of England’s hotels. There are four diets: 
normal, invalid, vegetarian, and Jewish. 
The Jewish food is the best. For this rea- 
son, an extraordinary number of entrants 
confess the Hebrew faith. But the Rabbi is 
stern, and warns the boys that he has 
means of detecting the truth of their 
claims. I fancy that most of the recipients 
of the fourth diet enjoy it as of right. 

There is one sad spot in Pentonville. It 
is a small plot of green sward. Here lie the 
bones of men who paid the dreadful price 
of ignoble death. Though they lie in a 
nameless grave, some of their names will 
live for many a year. 

Infamy lives longer than fame. Nero is 
the best known of the Caesars. Henry VIII 
is remembered with something akin to 
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affection ; the Royal Saint Henry VI is for- 
gotten. In the Pentonville plot lies the un- 
forgettable Dr. Crippen. 

In the same graveyard lies another—Sir 
Roger Casement, who, by virtue of a statute | 
nearly 600 years old, paid the highest 
earthly price for what he did. 

In The River of Singing Fish, Arkady 
Fiedler discusses slavery on the Ucayale, a 
tributory of the Amazon: ‘‘Life slows 
along quite comfortably for all in the 
framework of a more or less benevolent 
patriarchy. There is no ignominious ex- 
ploitation or ruthless oppression of the 
kind brought to light on the River Puta. 
mayn in north-eastern Peru by a British 
Commissioner.’’ That Commissioner was 
Sir Roger Casement. Was it there that the 
pro-consul conceived the plan for freedom 
for another race—his own Irish people? 
Musing at this gruesome spot, in the gentle 
peace of a Spring afternoon, I recalled that 
another man, Sir William Wallace, was also 
hanged in London. Today, the name of that 
patriot is the most revered in Scotland. 
What will history hold for Sir Roger? 

In case I have created a misunderstand- 


ing, I shall end by saying that my stay at 
Pentonville was quite brief—a matter of a 
few hours—and although I was a guest of 
His Majesty, I sought the invitation. 


Aid to Conservatism 

Thourioi, a Greek City State, had a law 
which provided that anyone proposing a 
change of law had to speak with a noose 
round his neck. If the suggested change 
was rejected, its proposer was quickly dis- 
posed of. From Greek City States, by Dr. 
Kathleen Freeman. 


The Perfect Squelch (9) 

From the School for Scandal, Act Ul, 
Scene 1. 

Sir Peter Teazle: Very well, ma’am, 
very well; so a husband is to have no il- 
fluence, no authority? 

Lady Teazle: Authority! No, to be 
sure: if you wanted authority over me, 
you should have adopted me, and not mar- 
ried me: I am sure you were old enough. 











